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PREFACE 

7b*S  StU<^y  sets  down  the  results  of  research  on  one  of  the  most 

r:r: — --  — — - 

t'onship  of  the  peacetime  security  of  oi!  c , • 

of  , , . „ "y°f  0.1  suppl.es  to  prevail, n9  p„t,rns 

oi  interdependence.  As  s irh  . 

....  , • a"y  by  90"’9  b'^  elementary  detail.  |, 

differs  from  other  recent  studies  of  the  l„, 

of  International  aspects  of  energy 

-"cy  and  their  l-pllca,  ons  far  natlona,  security.^  this  sST7 

P r i ma  r y . <ob^eet4ve^ias— beea^fto^  insco  ve  r^the  HI  ■ 

. . L ' °Ver  the  o!>J"«'v«  functional  relation- 

snip  between  Import  and  export  dpoenH.er- 

port  dependences  as  they  affect  the  reliability 

o supply  in  the  pas,  and  the  future.  t-tCf-flf. 

Accord, „g,y.  the  study  Is  divided  into  ,»  parts.  i firs,  part. 

Ce  " r“rOSP",i''ely  — ' '*  - — In  Chapter  I that 

3'9'S  ^ *n'r'C*n  h'9'"°,’y>  b"d  du'  •»  the  role  the  ol,  multl- 

;;;;;;; 

» .efficiently  high  degree  of  dependence  tin  the  trade  ,„o,,tobr,„g 

-<  a symmetry  ,n  thelr  reciprocal  conditions.  The  manipulation  of 

7 ' aS\lnstrumen,^f  international  Influence  due 

, 7>rtk7r  — !1—  '-rdependenc^analyted  l„  the  prev- 
“ C 7"'  ee9''"ni"9  y.d  Chapter- ,1^  the  rise  of 

T"  th'  bSCk—  — d-"n«  disrupted  the  fragile 
7 8 "'*"»»  dlsequi librium  be, welters 

- e.porters.^fo,,  ,be  ser,o„s  conseguenc.s  of  that  Imbalance  for 
dependah  i 1 1 ,y  of  0|,  supply  are  demonstrate(|  ,p  |y  ^ ^ 

manifested  themselves  durinq  the  1971  c . 

"9  the  1973  supply  crisis.  The  emphasis  taken 

bftes'!  O'  J\  n 
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in  Chapter  V is  on  the  extent  to  which  oil  security  is  manipuiable  £ id 
the  constraints  to  which  it  is  subjected. 

The  second  part  of  the  study  is  prospective  in  its  approach.  Having 
argued  that  market  conditions  are  singularly  important  to  the  question  of 
oii  security,  the  outlook  of  the  world  energy  market  is  speculated  upon 
in  Chapter  Vi  and  the  resulting  patterns  of  Interdependence  are  subse- 
quentiy  described.  The  scope  of  the  remedial  policies  ^as-lgnetf'  to  re- 

/s)  a/ 

structure  the  energy  system  so  as  to  enhance  its  secur i ty^ are  surveyed 
in  the  iast  two  chapters.  In  Chapter  VII,  two  cooperative  strategies 

are  analyzed:  horizontal  multilateralism  and  vertical  bilateralism.  The 

Q- 

study  concludes  by-pos-tt+nt^  that  either  of  two  unilateral  approaches 
are  more  likely  to  characterize  future  %ourse-of  events  in  the  energy 
area  than  the  complex  cooperative  arrangements, presented  in  the  previous 
chapter.  Specifically,  in  Chapter  VIM  the  drive  to  escape  energy  inter- 
dependency ny  withdrawing  into  autarkic  or  semi -autarkic  postures  is 
discussed . 

The  subject  of  energy  and  its  various  attributes  is  not  bounded  by 
neat  disciplinary  lines,  nor  is  there  a relevant  inter-ai scipl inary  body 
of  theory  from  which  to  draw.  Analyses  of  the  energy  scene  vary  there- 
fore in  their  degree  of  vigor,  aggregation  and  depth.  This  study  is 
deliberately  comprehensive  in  Its  time  and  space  scopes  but  narrow  In 
its  focus.  This  is  so  primarily  because  it  is  intended  as  an  input  into 
the  ongoing  debate  on  energy  policy,  with  that  debate  also  being  its 
frame  of  reference. 
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Chapter  1 

THE  SYSTEM  IN  equilibrium 

ThC  " ‘Jt',nShiP  bCtWCen  3 nat,0n'c'  self-sufficiency  in  raw  materials 
on  the  one  hand  and  its  security  on  the  other  has  long  been  reunited  as 

central  ,o  the  p 9 of  people  and  national  defense  policies.*  The 

that  unrestricted  Imports  of  strategic  commodities  often  clash  with 
the  national  Interest  has  led  to  comprehensive  examinations  of  the  ques- 
tion in  search  for  the  optimum  tradeoff  between  economic  efficiency  as 
ed  In  I ibera  re  ade.  and  national  security  as  manifested  in 
protection  and  self-reliance.  in  ,955.  a U.S.  Cabinet  committee  found 
that  unrestricted  oil  Imports  were  no,  cc»pa„ble  with  the  nation's  secur- 
ity. since  they  tended  to  discourage  domestic  ol,  exploration  and  made 
the  U.S.  excessively  dependent  on  foreign  supplies.  in  l959  President 
E I serhower , through  President, a,  Proclamation  3279,  ,„posed  Mndatory 

import  quotas,  basing  Ms  action  on  the  legal  requirement  to  "safeguard 
the  national  security"  as  stated  in  the  Trade  Expansion  Ac.  and  Its  pre- 

But  the  fundamental  issue  of  the  relationship  between  oil 
imports  and  national  security  is  still  hotly  debated. 


o^the^n^ 

a conprehens  ive  surv#»v  nf  n c . , , 

'960  s,  sec  Hans  Landsberg  and  Sam  H vk  erg^  P°llcles  up  to  the  late 
Sources.  Uses  and  Policy  Issues  (NewYo  jnergy  jn  theUnUed  States: 

the  poi Icymaklng  process  which“resul Ran^om  »°use,  196®.  Obviously, 
policies  Is  more  co^'x  thafsu^l  h 12  P*St  °r  present  natlonal  oil 
the  domestic  force^  t v*rk  see  Robe rT  V S'  ■ $Uperb  afia,Vs^  of 

^PfLivate  Rower  and  DmnrraM,  I ii- L ■ Lg  ' t ' “ °f  0I':  A Rt,,wy 

Chicago  Press  , I * — tut  ions  (Chicago:  Urii  vers  i ty  of 
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in  1970  a special  Task  Force  of  Cabinet  members  appointed  by  Presi- 
dent Nixon  released  a widely  publicized  document  entitled  The  Oil  impo_rt 
Quest  ion-A  Report  on  th*  Relationships  of  Oil  Imports  to  the  National. 

Secur I ty . Although  the  Task  Force  rejected  the  total  abandonment  of 
all  import  controls,  its  findings  on  the.  key  problem  of  import  dependence 
and  security  did  not  reflect  a clear  conviction  that  a meaningful  rela- 
tionship existed  between  these  two  issues.  The  report  held  that  a liberal- 
ization of  import  controls  would  not  impair  national  security  as  long  as 
Eastern  Hemisphere  imports  did  not  exceed  ten  percent  of  total  U.S. 
demand.  Some  four  years  and  an  oil  embargo  later,  the  same  Administra- 
tion reversed  itself;  in  announcing  Project  Independence,  President 
Nixon  asserted  that,  in  the  interests  of  security  , the  U.S.  should 
strive  to  become  self-sufficient  in  energy  as  soon  as  practical.  There 
seems,  then,  to  be  some  confusion  about  this  question.  The  ambiguity 
results  to  some  extent  from  the  question  itself,  or  more  precisely, 
its  formulation. 

It  Is  correct  that  a nation's  security  is,  to  some  degree,  a 
function  of  Its  dependence  on  imports.  Nevertheless,  the  security  of 
worldwide  supDlles  depends  less  upon  the  degree  of  dependence  of  single 
nations  than  upon  the  inter-relationship  between  Import  dependence  and 
export  dependence  patterns  on  the  international  level.  The  approach 
to  the  issue  of  reliability  of  supply,  even  for  a specific  country, 
should  therefore  be  global  rather  than  national.  The  aggregate  of 
national  dependence  patterns  forms  the  energy  sub-system.  Within  the 
system  it  Is  the  Interplay  between  the  Interdependent  components  which 
ultimately  affects  the  general  security  of  supplies  and  their  availability 


to  any  specific  nation. 
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One  central  theme  of  this  study  is  the  relationship  of  interdepen- 
jenC<?  Whlch  chflracterizes  the  world  energy  system.  From  the  standpoint 
of  the  international  political  economy,  there  are  two  ends  to  the  oii 
axis;  it  is  the  interaction  between  these  two  which  determines  the  actual 
state  of  the  system  at  any  point  in  time.  At  one  end  is  the  degree  of 
dependence  of  the  principal  consumi ig  countries  upon  imports  of  oil 
supplier.  At  the  other  end,  and  as  a countervailing  force  to  import- 
dependence,  is  the  degree  of  export-dependence;  that  is  to  say,  the 
extent  to  which  principal  oil-producing  countries  are  dependent  upon  the 
income  accruing  to  them  from  oil  production  and  exportation.  The  con- 
sumers need,  then,  is  for  a product;  the  producers',  for  a market.  The 

P 

balance  or  imbalance  between  these  two  patterns  of  dependence  influences 
the  political  and  economic  character  of  the  entire  system.*  Therefore, 
it  affects  Its  economic  structure,  whether  It  Is  skewed  towards  a sellers' 
or  a buyers'  market,  as  well  as  its  political  spill-over  effects.  The 
latter,  of  course,  form  the  second  central  theme  of  this  study. 


For  two  decades  following  World  War  il,  as  was  the  case  during  the 
inter-war  period,  the  transnational  energy  system  operated  as  a complex. 


In  i f01  iferaUon  of  energy  studies,  with  this  project  as  the  maro- 

Inu  example,  suggests  that  shortages  are  only  spot  phenomena  But  all 
pub! (cations  on  the  i nternet lonal  aspect,  of  the  o 1 1 Question ' on W two  ad- 

S^H  <;  hCmSC  Tpt0.rT,ati°nShipS  arnong  these  reclpr°cai  dependencies- 

* C and  Paul  T.  Homan  in  their  Middle  Eastern  OII  and  the  Western 
World  (New  York:  American  Elsevier,  1971  )~nd  Hayward  P — aTIT; — iT rr 

k!!"  ®,T!!e,dranJ  ,SaJU  Choucri's  Analyzing  Global  interdependence  (Cam- 

is  a9CWP:::nt 

also  unforgivably  misleading.  Analyzing  the  post-embargo  and  highest  ^ 
pe  o wit  data  describing  the  pre-embargo  low-cost  period  yields  patent- 
ly fal  aclous  conclusions.  All  pertinent  statistics  were  available^ It  tL 
time  of  the  submission  of  the  study- -November  19741 
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orderly,  and  remarkably  efficient  distribution  system.  Comprised  of 
gove  nments , oil  companies,  shipping  concerns,  international  organizations 
and  other  actors  on  the  oloba!  scene,  the  system  did  not  exist  In  a pol  I- 
ti  af  vacuum.  Rathet , it  was  an  integral  part,  perhaps  even  an  essential 
one,  ir  a global  order  that  can  best  be  characterized  as  that  of  Anglo- 
American  hegemony.*  Throughout  that  period,  three  principal  processes 
enabled  the  energy  system  to  function  smoothly.  First,  *.i  overarching 
control  exercised  initially  by  Britain,  and  later  by  the  United  States, 
enabled  them  to  protect  their  oil  Interests  in  whichever  form  they  appeared. 
Second,  the  structural  patterns  of  foreign  trade  that  prevailed  throughout 
the  hegemonial  era  tended  to  favor  commercial  Interests  of  the  major  con- 
sum. ng  nations.  In  essence,  the  non- I ndustr la  1 i zed  producing  nations  were 
more  sensitive  to  their  dependence  on  oil  revenue  than  were  the  consuming 
nations  to  their  dependence  on  oil  imports.  Third,  the  international  oil 
Industry,  acting  as  the  instrument  of  Anglo-American  hegemony,  spear- 
headed the  global  spread  of  the  system  and  maintained  the  system's  flex- 
ibility and  resilience,  primarily  through  multilateral  management  of  a 
surplus  market  characterized  by  high  volume  and  low  unit  cost. 

In  the  postwar  period,  the  modernized  capitalist  nations  were  soon 
integrated  with  the  rest  of  the  non-communist  world  into  a worldwide 
supply  and  distribution  energy  system  which  experienced  little  Interfer- 
ence by  disruptive  economic  or  political  forces.  The  energy  system  thus 
became  virtually  mu  1 1 i nat lonal --or  mu  1 1 i lateral— in  structure.  It  also 
acqu-red  a high  degree  of  flexibility,  which  insured  Its  stability. 

*See  for  example,  Robert  Gilpin's  "The  Politics  of  Transnational"” 
Economic  Relations Internat lonal  Organization.  Summer  IS7J,  and  David 
^.Calico  and  Benjamin  M.  Rowland,  America  and  tha  World  Political  Economv 
Bloomington,  .ndlana  University  Press,  Igb)  for  tn  elucidation  of  the  * 

they  take  placl  eC°n<*n'C  processes  to  the  macro-pol  tlcal  context  in  which 
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Energy  difficulties,  to  be  sure,  occurred  from  time  to  time.  But  none 
of  those  troubles  was  sufficient  to  change  the  system  more  than  peri- 
pherally. The  system  weathered  various  successive  storms  and  continued 
to  operate  efficiently.  Indeed,  the  ease  with  which  the  system  rode  out 
these  occasional  exigencies  underscores  Its  adaptability.  This  was  no 
small  achievement,  given  the  salience  of  energy  resources  as  strategic 
commodities  and  the  immense  geographical,  physical,  and  economic  dimen- 
sions Involved. 

Two  fundamental  reasons  account  for  this  performance.  First,  des- 
pite the  high  levels  of  mutual  dependence  In  the  international  oil  trade, 
the  net  disruptive  effect  of  this  situation  was  ninlmai  during  the 
period  of  stable  multilateralism.  Thus,  although  delicate  situations  of 
interdependence  sometimes  produce  inter-penetration  and  mutual  sensiti- 
vities, the  actual  patterns  of  such  relationships  in  the  energy  area 


seemed  to  balance  one  another,  and  to  cancel  out  the  disruptive  potential 

* 


Inherent  In  relationships  of  this  kind.  The  patterns  of  energy  interde- 
pendence in  the  pre-crisis  period,  therefore,  can  be  termed  as  symmetrical 

That  symmetry  maintained  the  balance. 

Secondly,  t1'**  o’ I industry  was  not  only  the  dominant  actor  in  the 
system,  but  also  the  main  source  of  the  system's  flexibility.  The 


Vie  concept  of  interdependence  and  the  debate  over  its  evolution  over 
time  Is  surveyed  by  Edward  L.  Horse  in  "Interdependence  n Wo r d Affairs, 
in  James  Roseman,  Kenneth  Thompson,  and  Gavin  Boyd  (eds.), 

York-  The  Free  Press,  1975)-  Power  Interactions  as  derivatives  of  in 

terdependence  relationships  are  described  In  Robert  0. 

s Nye  Jr.,  "World  Politics  and  the  International  Economic  System,  see 
ChapH;  5 in  C.  Fred  derpsten  led.).  The  Future  of  the  International  tco- 
nomlc  Order  (Lexington,  Hass.:  Heath  and  Company,  197  )• 


— 

— • 
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existence  of  a mature  multinational  oil  industry  translated  the  recip- 
rocal dependence  patterns  described  above  into  a continuous  and  dynamic 
relationship.  The  oil  industry,  true  to  its  geocentric  orientation, 
spread  across  boundaries  rather  than  parallel  to  them/  Moreover,  the 
industry  acted  as  both  the  main  protagonist  in  the  system  and  the  guar- 
dian of  its  multilateralism.  Clearly,  the  growth  and  prosperity  of  the 
industry  depended  upon  the  existence  of  a market  which  was  politically 
constrained  only  to  a very  limited  extent.  Care  was  therefore  taken 
to  cushion  the  system  and  protect  it  from  disruptive  forces  of  one 
kind  or  another.  The  industry  served  as  a buffer  which  absorbed  many  pol- 
itical blows  that  otherwise  might  have  exploded  nations  belonging  to  the 
system.  But  even  at  the  high  point  of  its  existence,  the  multilateral 
energy  system  was  extremely  fragile.  Its  continued  stability  depended 
upon  ths  system  working  along  the  carefully  balanced  multinational  pat- 
terns. This  Internal  symmetry  enabled  the  system  to  withstand  the  vicis- 
situdes of  power  politics  that  plaqued  it  from  time  to  time. 

However,  as  the  1960's  ended,  the  world  energy  system  began  to  lose 
both  its  stability  and  its  multinational  character.  Three  types  of  dls- 
equl l ibrating  forces  precipitated  this  breakdown.  First,  the  decline  of 
the  United  States  in  the  post-Vietnam  period  weakened  its  desire  and 
ability  to  protect  Its  strategic  and  commercial  Interests.  Secondly,  the 
multinational  oli  Industry  could  no  longer  count  on  the  support  of  Its 

The  multinational  enterprise,  the  most  interesting  transnational 
institution  and  an  inseparable  part  of  modern  interdependencies  has,  like 
energy,  been  overstudied.  The  institutional  approach,  not  common  in  the 
United  States,  has  produced  some  of  the  best  analyses  of  the  political 
economy  of  the  International  oil  trade.  Good  examples  are  Christopher 
Tugendhat's  Oil:  The  Biggest  Business  (London:  Eyre  and  Spott iswoode,  1965) 

and  Edith  Penrose's  The  Large  International  Firm  in  Developing  Countries 
(London:  Allen  & Unwin,  I908J. 
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9°V"nme,US'  Th'  lndustrV  therefor.  began  t„  lose  it5  gr|p  „„ 

Pr0dUC,i°n>  ^ 'h'Pt,ceof  oil  to  rise,  ,oose  . host 

of  dfsropfi^e  forces  which  wrecked  the  delicate  and  symmetrical  ba,a„ca 
h-nrec  patterns  of  Import  and  export  depan<)ai,ca  Th,rd|y_  wh||e 

East  oil  exporting  nat.ons  were  lessening  their  dependence  on  the 

iyS"m-  * rSPid  inCr'>St  d'd'"d'"«  began  taxing  place,  partlcu- 

'ar,V  the  Uni“d  St*"S-  ThiS  d I 5 tor  ted  the  balance  of  trade  patterns 
even  tor, her,  to  the  point  of  acote  asymmetry  between  consumers  and  pro- 
ducers. The  era  of  balanced  interdependence  connoted  a high  degree  of 

-urity  in  the  fiow  of  oil;  once  the  system  became  unbalanced,  suppiy 
disruptions  and  strategies  of  Issue- I Inkage  became  Inevitable.  The  rela- 
tionship between  the  system's  Interdependence  and  the  reliability  of  its 
inherent  processes  win  be  discussed  In  the  following  four  chapters. 

The  world  energy  system  dominated  by  oil  now  finds  itself  In  a state 

of  crisis.  Three  major  factors  I i»  k *- 

J actors  lie  at  the  heart  of  that  crisis:  M an 

ncan  drift  from  low  to  Increasing  oil  and  natural  gas  Import-dependence; 

2)  significant  reduction  In  the  Arab  world's  dependence  on  a steady  and 

high  volume  of  exports;  and  3)  a shift  in  the  general  balance  of  power 

-ay  from  the  Anglo-American  axis,  which  tends  to  aggravate  the  absence 

of  corrective  mechanisms  which  could  have  compensated  for  the  state  of 

imbalance  now  characterizing  the  energy  system. 

jnterdependerce  Patterns 

N°'lab0ra"  «dhd  .o  explain  Internationa,  trad. 

r,W  ma"rlalS-  GiV'"  a °f  —Iona,  order,  demand  alone  set- 

generate  some  transnational  commercial  exchanges.  The  demand  for 
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entr,y  Is  a direct  function  of  the  industrial  climate,  and  the  ultimate 
constraints  on  energy  production  are  much  less  political  than  physical 
end  geographical,  since  oll-rlch  regions  simply  do  no,  happen  to  coin- 
cide with  h tgh-consumpt Ion  areas,  the  flow  of  energy  sources  followed 
almost  mechanical  rules. 

The  expansion  of  global  energy  Interdependence,  then,  has  been  a 
direct  result  of  the  processes  of  Industrialization  and  modernization  In 
a world  of  unevenly  distributed  natural  resources.  In  this  sense,  energy 
Interdependence  has  clearly  been  on  the  rise  since  the  beginning  of  the 
century.  As  long  as  the  prevailing  political  situation  permitted,  trade 
In  energy  sources  grew  In  economic  and  strategic  Importance,  geographical 
scope,  and  volume.  In  1925,  only  Ik  percent  of  the  primary  energy  con- 
sumed crossed  foreign  borders ; by  1968  the  proportion  had  risen  to  33 
percent  (see  Table  I.  1).  Because  much  of  the  trade  In  energy  In  the  earlier 
Part  of  the  period  was  Int r reg lonai  (e.g.,  exchanges  of  coal  among 
proximate  European  countries),  the  long-term,  petroleum-dominated  expan- 
sion of  Interregional  trade  alone  was  even  more  rapid.  For  example, 
between  1928  and  1965  total  energy  trade  rose  by  A. 8 percent  a year, 
Interregional  trade  went  up  by  over  6 percent  yearly,  but  the  average 
rate  of  annual  growth  In  world  energy  consumption  was  only  3.2  percent. 


and  lTrVe^i,eCt,°n  f°r  energy  data*  both  historical  ly 

°gr' aphi  Iy*  * s Joei  °armstadter,  Perry  Teltelbaum,  and  JarosIavY 

° C*’  *"  the.-World  Economy  (Baltimore:  The  Johns  Hopkins  Univer- 

sity Press,  1971).  Other  useful  compilations  are  the  iinitow  u,,u  rs 
men,  of  Economic  and  Social  Affair,'  ^'“d  ST 

1 oc»- tncn  ?n._?r  Co?P'f»tl°n  and  Development's  Statistics  of  Enei 

— 967  (ParIs*  '969)  and  Statistics  of  Energy  1956- 19~7o  (Paris.  1Q7?\ 
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About  one-half  of  total  International  energy  trade  in  1929  took  pUce 
within  major  world  regions;  by  1965  the  share  of  intra-reglonal  trade 
fell  to  only  about  one-quarter. 

World  energy  trade  has  grown  not  only  In  absolute  terms;  Its  role 
in  world  trade  has  also  expanded.  Energy's  share  In  the  value  of  world 
trade  rose  from  about  6 percent  in  1925  to  about  10  percent  In  1967.  As 
a part  of  the  process,  the  network  of  International  trade  in  oil  consti- 
tuted the  dominant  force  and  most  dynamic  element  in  the  expansion  of 
world  energy  Interdependence.  In  1925  Hguid  fuels  comprised  less  than 
one-third  of  world  energy  exports;  by  1968  they  reached  90  percent.  In- 
crementally. oil  accounted  for  virtually  the  entire  Increase  In  -nergy 
trade  over  the  four  decades  following  World  War  I.  and  that  process  was 
clearly  paralleled  by  a sharp  decline  of  world  trade  In  solid  fuels. 

From  two-thirds  of  the  world  total  in  1925.  solid  fuels  declined  to  8 
percent  in  1 968. 

This  shift  of  world  energy  trade  from  co?.l  to  oil  in  turn  radically 
transformed  the  geographical  structure  of  energy  trade.  Both  Western 
Europe  and  Japan,  since  they  are  rather  deficient  in  indigenous  crude  oil, 
drifted  into  a condition  of  high  dependence  on  imported  ell,  first  for 
products,  and  then  for  crud*.  The  West  European  decline  Is  also  assoc- 
iated with  the  area's  vanishing  role  as  a coal  exporter.  In  the  case 
of  the  United  States,  even  a moderately  rapid  rise  In  coal  exports  was 
Insufficient  to  offset  the  country's  declining  oil  exports  and  the  tre- 
mendous expansion  of  oil  shipments  from  other  parts  of  the  world  which 
occurred  after  Vyrld  War  II.  During  this  period,  tl'e  United  States 
stopped  being  a net  exporter  and  became  a net  Importer  of  oil.  When  this 
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happened,  the  Amcr i can-European- Japanese  triad  of  the  future  OECD  came 
to  share  the  common  bond  of  dependence  upon  fuel  Imports.  This  shift 

away  from  self-reliance  by  North  America,  Western  Europe,  and  Japan, 
as  well  as  the  rise  of  the  Middle  East  as  the  world's  largest  Supplier, 
is  demonstrated  in  Table  1.2. 


Table  1.2 


NET  ENERGY  IMPORTS  OR  1 

EXPORTS  (-), 

BY  MAJOR 

REGIONS, 

SELECTED 

YEARS 

1925 

- 1967 

(M 

i l 1 i on  metric 

tons  coal  equivalent) 

d • a 
Region 

1925 

1938 

1950 

1955 

I960 

1965 

1567 

North  America 

- 4.7 

-17.7 

66.6 

67.7 

133-5 

171.6 

161.0 

Uni  ted  States 

-23-4 

-37.8 

19-9 

27.9 

102.  1 

152.8 

147.4 

Canada 

lq.7 

20.0 

1(6.7 

39.7 

31.3 

18.6 

13.6 

Western  Europe 

10.  i 

47.2 

93-4 

10>  .4 

318.0 

591.1 

• 710.5 

Ocean i a 

U.S. S. R.  and  Comm. 

1.2 

*1.2 

8 5 

14.6 

18.2 

23.1 

26.7 

E.  Europe 

-11.5 

-17-9 

-11.5 

-22.3 

-59.4 

95.7 

-111.8 

U.S.S. R. 

- 1.6 

- 1.0 

11.2 

- 0.9 

-53.1 

-112.8 

-131.0 

Comm.  E.  Europe 

- 9-9 

-16.9 

-11.1 

-21.4 

- 6.3 

17.2 

19.2 

Communist  Asia 

1.6 

- 2.0 

n.a. 

l .0 

4.4 

- 0.1 

- 0.3 

Latin  America 

-10.9 

-31.5 

-86.  4 

-117.1 

-162.6 

-200.9 

-204.5 

Caribbean 

-18.9 

-40.2 

-10*1.9 

-147-5 

-192.3 

-232.  1 

-235-3 

Other  Latin  Amer. 

8.0 

8.7 

18.5 

30.5 

29.8 

31.2 

30.8 

As  i a 

- 4.0 

- 8.8 

-105.4 

-186.8 

-285.6 

-399.9 

-442.6 

Middle  East 

- 5.0 

-15.9 

-109.6 

-212.6 

-346.8 

-560.5 

-670.9 

Japan 

- 

11.8 

3.1 

lfi.4 

56.2 

142.5 

200.3 

Other  Asia 

1 .0 

- 4.7 

l.l 

7.4 

5.0 

18. 1 

27.9 

Af  r 1 ca 

4.0 

9-0 

12.6 

23.6 

12.2 

-81.5 

-174.2 

North  Africa 

3.9 

5.8 

6.3 

9.7 

- 2.5 

-120.7 

-176.0 

Tropical  Africa 

1.5 

2.5 

5.'< 

9.7 

10.2 

- 4.7 

- 9.0 

South  Africa 

- 1.4 

0.7 

0.9 

4.1 

4.5 

8.0 

11.7 

aNet  imports  equal  total  Imports  minus  total  exports  for  each  Indicated  region 
or  subregion,  Irrespective  of  the  direction  of  that  trade.  Thus,  the  net  exports  of 
say,  the  Middle  East  (a  sutreglon  under"Asla")  refe  s to  the  Middle  East's  net  trade 
whether  within  Asia  (say,  shipments  to  Japan)  or  ou.side  Asia. 

Source:  Darmstadter,  et  al  , Energy  in  the  World  Economy. 
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The  most  meaningful  wav  nf  , 

. , y 0f  port  raT*n9  the  changing 

picture  l„  different  parts  of 

« world  is  presented  in  Table  i. 3 ,n_ 

emased  import  dapandenc.  was  experienced  by  thr„  , . 
r.  . , oyaM  three  industrialized 

yions  of  the  non-communist  world  The  * 

was  fair,  a <“<>— . 

modes I the  case  of  ^ A_cj:  ^ 6 Mrcen( 

er,y  Production  ,925  to  oxer  7 percent  energy  con- 

sumption  being  accounted  for  bv  ner  • 

. „ bV  ,mP°r,S  '*?•  The  increase  In 

import  dependence  for  We<f.^«  r 

Western  Europe  between  I925  and  1967  was  , 

greater : from  a mere  2 enormously 

' 2 tha  '•**'  °f  dependence  rose  to  60  per- 

cent  by  1967.  Of  a|,  areas  shpwn  ^ 

dramatic  rha  3’  '»h,bited  the  cost 

later  , T'  3 'rad'  bi'anC'  '925  " decades 

to  an  Import/consumption  ratio  of  80  parent. 

The  emergence  of  a tight  system  of  energy  interdependence  in  ,h. 

a end  f,war  per,,  mar,  the  cu.min.t, on  „f  ,wo  , on,, arm  trends 

eXpansf°n:  fJrst,  the  absolute  and  relatr 

world  e 9r°Wlh  }n  the  vo,u^  of 

^ -rgytr.de;  second,  the  intensi  fiction  of  dependence  on  o | , as 
-'-form.  These  due,  processes-spatia,  spread  and  product  con- 
^rat.on-brough,  about  the  acute  M„d  of  energy  interdependence 

knon  today.  Tha  - especlaliy  „6„,s  , 

erali,.,*  , ’ e™  °f  trad^  > ib- 

ecalitation  within  the  non-communist  world  were  , h,  ,, 

tionai  in,  , ep!t0me  of  mu * t ina- 

ai  interdependence  in  the  world  Mam 

. 9y  system-  The  patterns  of  de- 

pendence crystallized  at  certain  levels  and  - 

eveis  and  ..,en  stabil  ized. 

Throughout  the  decade  of  the  I960's  f 
h i l . %0  *’  Europe  ^stained  an  extremely 

egree  of  dependence  which  gradually  grew  as  show  f r 

from  92.  I percent  in  ,960  to  96  3 ""  ^ 

tern  „f  a n‘  " 'S7°-  Tha  ^graphic  pat- 

dependence.  howeyer,  changed  considerably  as  ,he  sh 

,y  as  the  share  supplied 
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NET  ENERGY  IMPORTS  OR  EXPORTS  IN  RELATION  TO  CONSUMPTION  OR  PRODUCTION. 
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from  the  Middle  East  decreased-- from  72.9  percent  in  I960  to  50.1  percent 
one  decade  later.  But  no  significant  change  occurred  in  Western  Europe's 
general  dependence  on  Imports,  for  the  decrease  In  Middle  Eastern  sup- 
plies was  matched  by  an  upsurge  ’n  imports  from  North  Africa.  in  i960 
only  8 mi  I Hop  tons  (4.4  percent  of  total  supply)  came  from  North  Africa; 
by  1970  this  figure  reached  194  million  tons  (31.4  percent).  It  was  a 
period  of  rapid  change  in  sources  of  oil,  but  stabHIty  In  dependence 
on  imports.  In  effect,  as  Table  1.4  indicates,  import-dependence  rose 
slightly  between  I960  and  1970.  from  92.1  to  96.3  percent. 

Table  1.4 

WESTERN  EUROPE  CRUDE  OIL  SUPPLY,  SELECTED  YEARS 

• J965  1970 

— — L°gs...3|.  of  supply  106  tons  % of  supply  10^  tons  t of  supply 


Product i on 


Crude  Oi 1 
Natural  gas 
1 Iqulds 

Total 

14.5 

14.5 

7-9* 

7.9 

20.0 

0.7 

20.7 

5-7* 

0.2 

5.9 

21.8 

0.7 

22.5 

3-5* 

0.1 

3.6 

Imports 
Crude  oi 1 : 

Western 

Heml sphere 

17.8 

9.7 

24.9 

7.1 

7:4.2 

3.9 

i 

middle  East 

133.7 

72.9 

199.3 

57.1 

309.0 

50.1 

North  Africa 

8.1 

4.4 

76.2 

21.8 

193.7 

31.4 

* 

West  Africa 

1.0 

0.5 

14.6 

' 4.2 

42.7 

6.9 

, ; - 

Other 

8 4 

4.6 

13-2 

3.8 

24.2 

3.9 

< 

’ t 

* 

Total 

Til"-  if*"  i . 

169.0 

92.1 

328.2 

94.1 

593.8 

98.3 

' . V 

• 

t Vr* 

Total  Supplies 

i 

183. 5 

m 

3^9 

- 

TiTT 

m 

HI -2239-RR 


Japan  s energy  supply  pictu.c  similar,  but  even  more  extreme, 
as  shown  in  Table  1.5-  A degree  of  dependence  much  greater  than  Japan's 
'S  hard  t0  1 ma9 'ne*  The  meagerness  of  Its  Indigenous  oil  production 
left  no  alternative  than  to  meet  increases  In  demand  by  Increasing  oil 
Imports.  Thus,  the  amount  of  crude  oil  imported  by  Japan  Increased 
from  26.9  million  tons  In  l969  to  I69.5  million  tons  In  l970~a  s^-fold 
increase.  Japan's  dependence  was  nearly  total:  It  rose  from  98.2  per- 

cent in  l960  to  99. 5 percent  In  1970. 

Table  1.^ 

JAPAN'S  CRUDE  OIL  SUPPLY  f SELECTED  YEARS 


6 -96°  1965 

JO  tons  % of  supply  IQ**  tons  % of  sue 


V.  *» «*'' 


10  tons  % of  supply 


Production 
Crude  oi 1 


Imports  of 
Crude  oi 1 


Middle  East 
Ear  East 
Others 

21.5 
A.  1 
1.3 

78.5 
15.0 
A. 7 

63.5 

5.3 

3H 

87.2 

7.3 

4.7 

Hit. 5 
22.5 
2.5 

8M 

13.2 

1.5 

Total 

26.9 

98.2 

72.2 

99.2 

169.5 

99.5 

Total  Supply  27. A 

Source:  OECD,  0JJ_,  1 973. 
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The  trends  of  North  American  dependence  on  oil  imports  over  the  ten- 
year  period  show  a stability  of  an  entirely  different  type,  as  Illus- 
trated in  Table  1.6.  If  no  change  in  dependence  patterns  for  Japan  and 
Western  Europe  meant  extreme  levels  of  dependence,  the  converse  was  true 
for  North  America.  With  roughly  four-fifths  of  Its  nil  demand  satisfied 
from  ir.dlgenous  sources  during  the  sixties,  the  North  American  continent 
enjoyed  a far  more  favorable  position  than  Japan  or  Western  Europe.  Al- 
though consumption  rose  from  512.8  million  tons  to  755.8  million  tons, 
the  increase  in  degree  of  dependence  was  only  2.2  percent,  and  the  gen- 
eral level  of  imports  remained  at  roughly  20  percent  of  total  energy 


consumed. 


Crude  oi 1 : 

Wester r 
Hemisphere 

Middle  Ess t 


35.1 

6.8 

35.8 

6.0 

37.9 

5.0 

22.1 

*».3 

23. 

3.9 

16.1 

2.1 

3-8 

0.7 

6,<* 

1 .1 

12.8 

y 

61 .0 

11.8 

65.6 

11.0 

66.8 

8.8 

Imports  of 
Petrole'  .n 
Produc' s : 

Western 
hem! sphere 

Mid  le  East 


Total 

Imports 

101.9 

19.8 

122.3 

2 

Tota' 

Supply 

512.8 

- 

594»-0 

89.2 

1.8 

8.7 

99.7 


66.5 

55.8 


Exclude  movements  between  the  United  States  and  Canada 
Source:  OECD,  Oi’,  1973* 
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The  international  trade  In  oil,  then,  has  produced  a network  of 
interdependence  of  virtually  global  proportions.  It  vas  a true  state 
of  interdependence  in  that  a mutual  relationship  of  complementary  need 
clearly  existed:  Japan  and  Western  Europe  were  highly  dependent  on 

foreign  oil  importation;  the  United  States  only  moderately  so.  In  order 
to  assess  the  balance  of  the  energy  system,  it  remains  now  to  examine  the 
other  side  in  the  equation:  the  exporters'  dependence  on  the  revenues 
accruing  to  them  from  production  and  exportation  of  oil. 

* ft  A 

The  existence  of  this  balancing  form  of  dependence  is  obylously 
a normal  by-product  of  the  economic  reality  which  underlies  the  trade 
In  oil.  As  in  any  other  Instance  of  commercial  exchange,  there  must 
be  some  mutuality  of  advantage.  The  fact  that  so  much  oil  was  produced 
and  traded  internationally  implies  the  existence  of  strong  Interests 
common  to  Inporters  and  exporters  alike,  it  is  also  clear  that  situa- 
tions of  interdependence  Involve  economic  Inte  'penetrations,  and  the 
creation  of  sensitivities  and  vuinerabi S i t ies  as  nations  grow  more 
exposed  to  actions  taken  by  their  trading  partners.  Thus,  the  conspicuous 
absence  of  frequent  political  exploitation  by  the  oil-producing  countries 
of  Western  import  dependence  upon  them  is  attributable  to  two  structural 
elements.  First,  throughout  that  period,  the  consuming  nations  did  not 
fail  to  exercise  their  undeniable  economic,  political,  and  military  bar- 
gaining advantage  over  the  producing  nations.  Second,  in  effect,  the 
producing  nations  themselves  had  an  equal  or  even  greater  stake  in  avoid- 
ing the  disruption  of  peaceful  trade. 
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f v i dent  1 y , the  world  oil  system  had  been  protected  since  its  inception 
by  the  colonial  powers  of  Britain,  the  Netherlands,  and  the  United  States.* 
But  in  the  postwar  period,  as  the  infiuence  of  these  powers  subsided, 
some  compensating  factor  other  than  hegemony  must  have  attributed  to 
the  maintenance  of  order  in  the  system. 

The  condition  of  relatively  high  Western  deoendence  on  exports  of 
oil  from  the  countries  which  formed  the  Organization  of  the  Petroleum 
Exporting  Countries  (OPEC)  in  I960  is  a postwar  phenomenon.  In  reality, 
this  dependence  was  more  than  offset  by  an  even  greater  degree  of  depen- 
dence on  high  oil  production  and  exportation  on  the  part  of  the  oil- 
producing  countries.  It  Is  this  symmetry  of  reciprocal  need  which 
accounts  for  the  stability  and  dependability  of  supplies  during  the  two 
decades  following  World  War  II,  quite  apart  from  the  presence  or  absence 
of  imperial ist  power. 

The  dependence  of  the  oil  producers  was  not  only  a quantitative 
matter,  but  also  a qualitative  relationship  which  presented  them  with 
tew  alternatives  or  substitutes.  The  oil  exporting  nations  had  no  appar- 
ent alternate  source  of  foreign  exchange  or  revenues.  This  capital  defl- 
c ency  on  the  part  of  all  exporting  countries  balanced  and  mitigated  the 
otherwise  dangerous  aspects  of  Western  energy  deficiency.  In  a sense, 
the  symmetry  of  mutual  Interest  In  the  maintenance  of  systemic  order 
derived  from  a fundamental  asymmetry  in  the  economic  condition  of  the 

An  analysis  of  the  oil  companies/home  governments  close  alliance  Is 
persuasively  developed  In  Michael  Tanzer's  The  Energy  Crisis:  World  Str,.«- 
£le  for  Power  and  Wealth  (New  York:  Monthly  Review  Press,  1 9 7T).  More  re- 
centMY!  ^ena;e  scrutinized  some  of  the  aspects  of  this  relationship. 
bee  “ul t 1 nat lona 1 Corporations  and  United  States  Foreign  Pol  Icy  (Vols.  I-IV), 
Hearings  by  the  Subcommittee  on  Multinational  Corporations  (hereinafter,  the 
Church  Subcommittee),  1973  and  197^. 
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parties  concerned:  all  the  major  oil-importing  countries  had  highly  de- 
veloped, modern,  and  diversified  economies,  while  all  the  major  oil 
exporting  nations  were  developing  and  modernizing  societies  struggling 
In  the  first  stages  of  economic  growth.  inevitably,  they  relied  on  the 
consumers  for  most  manufactured  goods,  but  It  was  their  financial  depen- 
dence which  figured  most  prominently.  As  a result,  the  respective  pat- 
terns of  high  dependence  between  importers  and  exporters  canceled  each 
other  out,  creating  a period  of  relatively  balanced  interdependence. 

This  North-South  juxtaposition  permitted  stability  in  the  system 
to  prevail  only  so  long  as  the  oil  exporters  could  put  to  constructive 
use  all  the  earnings  they  could  derive  from  their  energy  sources.  This 
condition  was  satisfied  without  exception  for  all  the  oil-exporting 
countries  until  1971.  If  oil  earnings  did  not  invariably  constitute 
the  sole  source  of  governmental  revenues  for  those  nations,  nevertheless 

I 

the  payments  received  per  unit  of  production  were  low  enough  to  stimu- 
late them  to  Increase  output  in  order  to  increase  their  income.  Low 
oil  prices  (which  were  still  well  above  the  costs  of  production),  and 
correspondingly  low  receipts  from  oil  were  necessary  to  keep  the  system 
of  Interdependence  in  rough  equilibrium.  The  other  side  of  this  coin 
was  that  these  low  government  takes  prevented  Western  energy  dependence 
from  being  transformed  into  financial  dependence.  Quite  the  contrary} 
as  noted,  the  pre-crisis  period  saw  the  oil-producing  nations  in  a addi- 
tion of  capital  deficiency.  Moreover,  most  of  them  consumed  these  reve- 
nues as  quickly  as  they  were  received  precisely  because  they  were  engaged 
in  ambitious  economic  development  plans  designed  to  catapult  them  into  mo» a 
advanced  stages  of  growth.  The  achievement  of  such  a goal  was  not 
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s.np./  a vain  pursuit  of  "growth*;  It  also  appeared  to  b«  the  only  way 
that  these  countries  could  lessen  their  excessive  reliance  on  oil  as  a 
source  of  revenue.  Paradox lc«ii ’y , then,  the  road  to  reduced  dependence 
for  oil  producer  involved  an  interim  period  of  Intensified  dependence. 

The  figures  in  Table  1.7  show  that  during  the  sixties  the  share  of 
petroleum  in  the  exports  of  the  oil-producing  countries  ranged  from  very 
high  to  nearly  total.  Venezuela,  the  leading  oil  exporting  country 
during  most  of  the  period,  relied  on  oil  for  more  than  92. percent  of 
her  exports.  For  Saudi  Arabia,  the  figure  was  between  97  and  99  percent 
(of  the  total  value  of  visible  exports).  Although  Iran's  dependence  was, 
relatively  speaking,  the  least  of  the  six  largest  exporters,  her  oil  ex- 
ports still  were  almost  ninety  percent  of  total  exports.  For  Iraq,  the 
oil  sector's  share  in  total  exports  hovered  around  92  percent;  for  Kuwait 
97  percent;  for  Libya,  dependence  almost  reached  unity  by  the  end  of  the 
1 960*  s. 

Since  oil  revenues  accrue  directly  to  the  government  exchequers, 
their  most  Irrmediate  Impact  on  the  host  country  was  via  the  government's 
own  budget.  It  Is  therefore  revealing  to  measure  the  share  of  oil  rev- 
enues In  the  disposable  funds  available  to  these  governments.  Table  1.0 
tends  to  confirm  the  original  hypothesis  that  the  producers  were  heavily 
dependent  on  oil  operations.  Not  only  did  oil  contribute  the  bulk— If 
not  all-of  the  foreign  exchanqe  earned  by  these  countries,  It  also  pro- 
vided a substantial  part  of  the  revenue  of  their  governments,  far  surpas- 
sing any  other  domestic  or  foreign  sources. 
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Tabic  1 . 7 

SHARE  OF  OIL  IN  TOTAL  MERCHANDISE  EXPORTS 
Selected  Countries  in  Selected  Years 


(Values 

in  Million 

$ U.S.) 

1962 

196*4 

1 960 

1968 

1970 

1 ran 

Oil  share  (%) 

88.0% 

87.2% 

88.3% 

89.7% 

89.9% 

Oil  exports 

870 

992 

1229 

mr 

235^" 

Total  exports 

989 

1137 

1392 

1879 

2623 

1 raq 

Oil  share  (1) 

90.5% 

9*4.0% 

92.0% 

93.0% 

93.7% 

01 1 exports 

TTT 

789 

“BBT 

w 

1029 

Total  exports 

692 

8*40 

93*4 

1036 

1098 

Kuwa i t 

Oil  share  (%) 

98.1% 

97.5% 

97.6% 

96.0% 

95.5% 

Oil  exports 

TTCo" 

1310 

TT.5T" 

7W 

1586“ 

Total  exports 

1182 

13*4*4 

1*498 

1*438 

1655 

Libya 

Oil  share  (%) 

9*4.3% 

98.6% 

99.3% 

99.6% 

99.6% 

Oil  exports 

133 

611 

995 

T5So“ 

2355 

Total  exports 

l*4l 

620 

1002 

1867 

2365 

Saud1  Arabia 

Oil  share  \%) 

99  .5% 

99.9% 

99.9% 

96.8% 

96.8% 

Oil  exports 

992 

1035 

1882 

2259 

Total  exports 

9S7 

10*5 

15*43 

19*45 

2*42*4 

Venezuela 

Oil  share  (1) 

52.7% 

93.  *4% 

92.  *4% 

95.1% 

92.7% 

Oil  exports 

tjvt 

2*432 

2W 

2^425” 

2*496 

Total  exports 

191  ^ 

259*4 

2630 

2550 

269*4 

Total 

Oil  share  (%) 

93.9% 

9*4.6% 

9*4.6% 

9*4.2% 

9*4.0% 

Oi  1 exports 

55TT 

7TW 

BTIT" 

1053B- 

\T7TT 

Total  exports 

5915 

7580 

8999 

10840 

12529 

Source:  OPEC,  Annual  Statistical  Bulletin,  1972 
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1961 

12*1 

1265 

UEz 

IRAN 

56 

62 

57 

IRAQ 

-- 

— 

68 

• • 

KUWAIT 

92 

92 

87 

mm 

LIBYA  . _ 

AO 

66 

84 

SAUDI  ARABIA 

86 

90 

89 

90 

VENEZUELA 

48 

51 

68 

64 

Source:  Schurr 

and  Homan,  Middl 

e Eas  tern  m i 

4. 

relationship  between  end  o, 

^ “ith  ^ — dependence  despite  the  re,.- 

C0"Stan‘  90V""Wnt  **"  *r  Libya  and  Vene, 

" °"  r'''enU'S  ""  — “•*  — 60  Percent  of  co^oslte  povern- 

reV'nU'Si  ,raV5  b“d—  dependence  was  mpeh  the  seme  as  lean., 

the  sha- e being  two*  thirds.  The  role  of  ,he  flsca, 

balance  In  Saudi  Arabia 

Arabia  and  Kowalt  was  also  essentially  constant,  hover- 

ng  in  *he  vicinity  of  90  oerren*  . : 

cent  s, nee  the  early  l960's.  Unlike  the 

0t  efS‘  the  f,scaI  dependence  on  oil  by  Libya  and  \t 

. , V Ubya  and  v^e?uela  rose  sharply 

during  the  sixties. 
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j t i nat  iona  I Oil  Industry  and  Pr  ic»  s 

As  noted  earlier,  the  Industry  operated  both  as  guardian  of  the 
system  and  as  Its  most  active  member.  The  industry  explored  for,  produced, 
and  marketed  oil;  it  was  the  Industry  more  than  anything  else  which  en- 
dowed the  system  with  Its  multinational  character.  The  multinational 
oil  firms  were  an  integral  part  of  the  multilateral  system;  the  order 
and  stability  that  character i zed  the  system  can  be  attributed  to  the 
role  and  position  that  the  oil  industry  came  to  occupy. 

Oil  companies  were  among  the  first  to  evolve  Into  multinational 
entities.  The  tendency  of  corporations  dealing  In  raw  materials  to 
integrate  "backwards"  by  establishing  a vertically  integrated  structure 
led  them  to  operate  on  a global  scale.  The  oil  Industry  is  not,  In  fact, 
merely  a group  of  mul t Inat ional  companies;  it  Is  the  mul t inat lonai 
industry  £ar  excellence.  As  Table  1.9  reveals,  on  the  eve  of  the  crisis 
of  multinational  ism  which  occurred  in  1971,  the  seven  iargestoil  com- 
panies, often  described  as  the  "Seven  Sisters,"  appeared  among  the  top 
fifteen  multinational  firms  (statistically,  five  of  these  companies  oper- 
ated in  more  countries  than  the  median  for  the  group).  But  it  Is  not  size 
and  scope  alone  that  accounts  for  the  importance  of  the  industry;  the  key 
factor  is  the  salience  of  oii  as  a singularly  strategic  commodity.  This 
reality  enhanced  the  political  awareness  and  activity  of  these  companies, 
producing  the  symbiotic  relationships  between  companies  and  their  home 
and  host  governments  which  were  typical  cf  the  energy  system  as  it  existed 
in  the  postwar  decades.  The  ^jor  oil  companies  controlled  the  market, 

Prlces-  4nd  >h'  — t.  of  oi.  ,0  bo  probed  ,b, 

S*ZC  °f  th'  r'VenU'S  b'  Mid  :o  9ov.rntnenti , Tbo.r  very  ,nd 

modes  of  operation  constitute  the  core  of  the  system. 
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Tab  I e 1.9 


THF  TOP  15  MULTINATIONAL  COMPANIES 

Number  of 

Corpnnv 

Total  1971 
S i)  « cs 
(hi  1 1 Ion 
of  dol la's) 

Foreign 
sales  as 
percen- 
tage of 
total 

countries 
in  which 
s u s i d i a r i e s 
are  located 

1.  General  Motors 

$28.3 

19 

21 

18.7 

50 

25 

16.  4 

26 

30 

L Rny.il  Dutch  Shel  1 

12.7 

79 

43 

5.  General  Electric 

9 • 

16 

32 

8.3 

39 

80 

7 . Mob  i 1 Oil ' • • 

8.2 

45 

62 

8.0 

24 

26 

7-5 

40 

30 

10.  Unilever 

7.5 

80 

>\ 

11.  ITT  

7.3 

42 

40 

12.  Gulf  

5.9 

45 

61 

H British  Petroleum  

5-2 

88 

52 

li*.  Philips  Gocl  lampcnfabr  icken 

5-2 

NA 

29 

15.  Standard  Oil  of  California. 

5-1 

45 

26 

SOURCE:  United  Nations,  World  Economic  Survey,  19.?. 


The  existence  of  stable  Interdependence  patterns,  then,  bolls  down 
to  the  existence  of  nowerful  firms  which  kept  the  interests  of  their 
home  governments  clearly  in  mind.  Indeed,  the  entire  evolution  of  the 
world  energy  system  can  be  traced  back  to  the  emergence  of  the  inter- 
national oil  companies.  Edith  Penrose,  t^c  leading  student  of  the  oil 
majors  wrote: 
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"Were  the  story  of  the  r’se  of  the  major  companies  to  be  toid  in 
detail,  it  would  show  clearly  that  superior  efficiency  In  produc- 
tion and  distribution,  in  invention  and  technological  advance, 
could  not  account  for  the  dominant  position  they  achieved.  Their 
record  in  finding,  producing,  and  distributing  oil  and  its  prod- 
ucts is  indeed  impressive,  but  efficiency  in  this  respect  would 
not  have  been  enough  to  ensure  their  dominance.  Hence  the  story 
of  the  rise  of  the  great  companies  deals  as  much  with  financial 
power,  commercial  and  political  negotiations  and  Intrigue,  with 
cartel  arrangements,  marketing  alliances,  price  maintenance  ar- 
rangements, price  wars  and  armistices,  mergers  and  combinations, 
actions  to  avoid  taxes,  and  the  national  and  international  poli- 
tical interests  of  government  as  It  does  with  the  economics  of 
production  and  distribution."* 

The  connection  between  national  governments,  particularly  Imperial 
powers,  and  International  oil  companies  cannot  be  explained  simply  by 
reference  to  liberal  notions  of  efficiency  or  evolution  of  the  product- 
cycle,  nor  are  leftist  theories  of  imperialism  complete.  The  political 
Imperatives  of  economic  conditions  In  advanced  capitalist  societies 
were  not  responsible  for  oil  Imperal Ism.  In  reality,  the  process 
was  quite  different.  Oil  Imperal ism  was1 basical ly  the  economic  conse- 
quence of  political-strategic  forces.  Specifically,  although  the 
uevelopment  of  the  international  oil  industry  virtually  began  with  the 
discovery  of  ell  in  1859,  more  than  half  a century  passed  before  the 
primacy  of  petroleum  was  perceived  on  the  International  level.  Only 
shortly  before  World  War  i did  the  European  powers  and  the  United  States 
realize  that  petroleum  and  its  products  were  of  primary  military  Impor- 
tance. In  Britain,  Admiral  Lord  Fisher  and  Winston  Churchill  established 
the  first  association  between  a home  government  and  an  oil  company  when 
thrv  persuaded  the  government  to  break  several  well-established  prece- 
dents In  order  to  ensure  the  supply  of  oil.  After  Investing  government 


"The  Multinational  Oil  Corporations  In  the  Middle  East,"  mimeo. , 197% 
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funds  In  the  new  international  oil  industry,  the  government  acquired 
enough  shares  to  hold  a controlling  Interest.  flth  Royal  Dutch  Shell 
and  the  Anglo-Pers i an  (later  British  Petroleum)  companies  securing  the 
allies'  access  to  oil  fields  in  the  East  Indies,  Persia,  and  Venezuela, 
the  British  could  justifiably  boast  in  1918  that  "the  allies  floated 
to  victory  on  a sea  of  oil."* 

The  1920‘s  saw  the  emergence  of  two  characteristic  features  of  the 
modern  oil  world.  As  a result  of  pressures  by  American  oil  companies 
on  the  U.S.  Government  to  secure  access  to  Middle  Eastern  oil,  the  out- 
lines  of  government- compan  ies  and  the  modern  oil  concessions  system  were 
consolidated.  The  multinational  oil  system  dominated  by  Anglo-American 
firms  crystallized  during  the  Inter-war  period.  In  addition  to  creating 
symbiotic  relationships  with  their  respective  home-governments,  these 
companies  also  arranged  a far-reaching  International  price-fixing  and 
cartel  agreement  among  themselves. 

During  the  second  half  of  the  century  following  the  discovery  of 
oil,  the  world  market  outside  North  America  and  the  Soviet  Union  came  to 
be  controlled  by  several  large  multinational  corporations.  Of  these, 
five  are  American  (Exxon,  Texaco,  Gulf,  Socal , and  Mobil);  one  is  Anglo- 
Dutch  (Shell),  and  one  British  (BP). 

The  Anglo-American  cartel  operating  before  World  War  II  sought  to 
prevent  oversupply,  entry  Into  new  markets,  and  price  competition.  The 
cartel  was  dissolved  following  the  War,  but  Its  system  of  control  remained 
intact  despite  attempts  by  certain  consuming  governments  to  establish 

An  excellent  source  for  details  about  the  major  oil  firms  and  their 
concessionary  agreements  Is  Benjamin  Shwadran's  The  Middle  East,  Oil,  and 
the  Great  Powers  (New  York:  John  Wiley  & Sons,  3rd  ed. , 1 973) * 
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This  design  was  put  Into  effect  through  a restructuring  cf  the  re- 
lationships between  the  companies  and  the  governments  of  host  and  home 
countries;  more  fundamentally  It  was  accomplished  through  the  creation 
of  new  payments  mechanisms.  In  1950  the  U.S.  National  Security  Council 
allowed  the  Saud!  Arabian  government's  income  tax  to  be  credited  against 
the  U.S.  income  tax  liability  of  the  major  oil  companies  operating  in 
Arabia.  This  crucial  ruling  was  later  applied  to  all  U.S.  concessionary 
companies  overseas.  This  step  has  had  the  following  effects:  First, 

Saudi  Arabia's  demands  for  higher  revenues  from  its  oil  concessions 
were  satisfied  by  a decision  which  amounted  to  the  direct  transfer  of 
millions  of  dollars  from  the  U.S.  Treasury  to  the  oil-exporting  countries. 
Second,  the  major  American  companies  became  the  conduit  for  these  trans- 
fer:, and  in  effect  the  agents  of  the  consuming  nations.  Third,  American 
companies  obtained  a solid  foothold  in  the  Arabian  Peninsula.  ARAMCO 
was  established  as  a purely  American  group,  and  Saudi  Arabia  became  the 
cornerstone  of  American  global  oil  policies.  This  was  the  policy  behind 
the  structure  of  interdependence.  So  long  as  the  U.S.  Government  was 
carrying  out  this  strategy  and  upholding  its  underlying  premises,  the 
system  survived  and  operated  quite  wel..  The  loss  of  structural  symmetry 
in  the  late  1 960 ' s would,  in  effect,  be  caused  more  than  anything  *ise 
by  a radical  chancjt;  In  American  poi  icy. 

^ it  "ft 


The  r0|e  of  the  NSC  In  managing  U.S.  global  oil  policies  has  been 
unveiled  only  in  1 9' 4 during  the  conduct  of  the  Church  hearings.  See  the 
Church  subcommittee's  Report  p.  2 and  pp.  85  and  87. 
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ihe  °‘ '-export ing  countries  were  responsive  to  increasing  Western 
demands  for  oi  i , then,  because  the  resulting  revenues  did  not  exceed 
the  absorptive  capacity  of  the  recipients,  a situation  attributable 
to  the  low  government  takes.  These  lav  receipts  were  in  fact  determined 
by  the  oil  industry  Itself,  which  maintained  firm  control  over  the  mar- 
ket throughout  the  period  of  null i lateral  Ism.  In  any  case,  those  govern- 
ment revenues  can  be  considered  -Mow*'  only  when  compared  with  the  taxes 
and  royalties  which  OPEC  members  are  currently  levying.  Since  the  early 
1950' s,  payments  by  the  concessionary  companies  were  supposed  to  reflect 
open  market  prices  and  be  divided  on  an  equitable  basis  between  host 
governments  and  companies.  Thus,  the  producing  countries  received  pay- 
ments based  on  a tax  formula  of  50  percent  of  net  company  profits  calcu- 
lated on  the  basis  of  the  posted  price  of  oil.  The  50/50  formula 
enhanced  the  revenues  of  host  governments,  but  cost  the  companies  little, 
because  they  could  offset  these  increased  payments  against  income  tax 
lability  to  their  home  countries.  In  a buyer's  market,  with  supply 
always  greater  than  demand,  and  because  of  the  vertical  integration  of 
the  industry,  the  companies  could  actually  increase  net  profits  after 
taxes  by  reducing  its  posted  price,  thereby  reducing  revenues  accruing 
to  the  host  governments.  This  self-perpetuating  process  remained  in 
effect  for  the  two  postwar  decades:  the  surplus  in  the  market  forced 

competitive  discounting  and  posted-pr ice  reductions,  leading  to  decreased 
government  revenues  for  the  suppliers  and  at  the  same  time  pressures  „n 
them  to  increase  production  so  as  to  compensate  by  volume  for  losses  on 
unit  sales.  These  increases  In  production  In  turn  sustained  the  surplus. 
The  game,  of  course,  could  not  go  on  forever;  It  could  last  only  so 
long  as  the  industry  participated  in  determining  posted  prices. 
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l u dcned  by  their  heavy  dependence  upon  a single  resource,  »he  o 1 i - 
producing  cojntries  had  but  two  alternative  means  of  increasing  their 
revenues:  either  to  increase  production  (and  thereby  saies  volume) , or 

to  increase  prices.  For  obvious  reasons,  the  consuming  countr’es  pre- 
ferred the  first  alternative  and  they  relic!  on  the  oil  companies  to 
br'ng  this  about.  Havinq  no  apparent  choice  in  the  matter  and  constrained 
by  their  acute  export  dependence,  the  producers  wiiiy  nilly,  went  along. 
The  long  period  of  Anglo-American  hegemony  in  the  world  oii  market  thus 
sustained  iow  prices  and  excessive  outpuf-a  perennial  world  surpius  of 
crude  oil.  This  sei  f- re i nforc ing  (and,  from  the  standpoint  of  the  pro- 
ducers, self-defeating)  process  characterized  the  domination  by  the  West 
and  the  multinational  oii  companies  of  the  world  energy  system  until  as 
recently  as  1970. 
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STABLE  INTERDEPENDENCE  AND  THE  SECURITY  OF  SUPPLY 
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The  sources  of  Arab  oil  power  are  not  confined  merel  y to  their 


sovereignty  riqhts  0''er  the  world's  largest  oii  pools  but  also  extend 
to  their  control  of  the  major  transit  routes  and  the  transport  system 
leading  to  those  pools.  The  geographic  concentration  of  most  of  the 
Middle  East  oil  fields  around  the  Persian  Gulf  implies,  i pso  facto, 
that  many  of  the  distribution  channels  which  radlatt  from  the  center  of 
the  system  pass  through  Arab  lands,*  thus  offering  the  Arab  world  a dual 
grip  over  the  world's  energy  system:  first,  through  its  control  of  the 

production  facilities;  second,  through  its  control  of  the  principal  pipe- 
lines and  waterways  connecting  those  facilities  with  thr  rest  of  the  world 
This  handle  on  the  system  has,  in  turn,  translated  itself  into  two 


forms  of  oil  power-the  famed  "oil  weapon",  both  of  which  involve  a capa- 
bility to  withhold  supplies  from  consumers.  Ori  the  one  hand,  oii  might 
be  denied  by  the  curtailment  of  production  and  the  creation  of  a supply 
shortage;  on  the  other  hand,  the  flow  of  oil  might  be  disrupted  by  inter- 
ference with  transportation  and  the  creation  of  a transportation  short 


age . 


The  direction  of  the  flow  of  oil  is  such  that  production  cuts 


*Thk»  geopolitical  dimension  of  the  world' political  economy  of  oil 
has  often  heen  considered  the  most  appropriate  background  against  which 
the  problems  ought  co  be  studied.  A typical  analysis  skewed  toward  the 
geographical  end  is  T.T.  Connors'  "An  Examination  of  the  International 
Flow  of  Crude  Oil,  with  Special  Reference  to  the  Middle  East  (The  TAND 
Corporation,  P-4209,  October  1569).  Peter  R.  Odell's  OH  and  World  Power 
(London:  Penguin  Books,  1970)  offers  a similar  approach  but  skewed  more 
toward  the  political  end. 

**The  tanker  market,  although  an  integral  part  of  the  world's  energy 
systemjies  outside  the  producers'  reach  and  therefore  is  not  presented 
here  in  greater  detail.  In  the  future,  however,  as  the  producers  Inte- 
grate downwards,  it  Is  unlikely  that  control  and  manipulation  of  the  tanker 
market  will  still  remain  the  consumers'  greatest  defensive  asset. 
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can  automatical  I y cause  transportation  problems;  the  converse,  of  course, 
is  not  true.  For  importers  the  two  could  have  the  same  result 

aval  labl GY  for  consumption.  Such  considerations  would  be 

academic  If  oil  power,  lih.  oil  itself.  ware  pot  unevenly  distributed, 
even  In  the  drab  world.  While  the  option  of  production  restriction  has 
Pasted  primarily  with  the  ci,  producers  tbemselves.  such  as  Saudi  Arab,., 
Kuwait,  and  Ira,,  (none  of  wblcb  Is  a ..confrontation  state'.,,  the  option 
of  transit  restriction  is  available  prWiiy  to  Egypt.  which  controls 
the  Suez  Canal,  and  to  Syria,  through  whose  territory  pass  maior  p,pc 
from  the  Gulf  to  the  Hedl terranean.  the  Initial  push  to  explo.t  cont 
over  the  oil  system  as  a leverage  for  political  power  first  came  from 

these  two  countries,  especially  ^VP1* 

Th>  iqq6-7  Suez  Oil  Emergency 

” The  evolution  of  Ar.b  oil  power  Is  closely  related  to  Arab  nation- 

. . t _ |t  is  no  coincidence,  therefore,  that  the  first 

alism  and  pan-Arabism.  It  i s no  t 

effort  to  marshall  the  political  potential  inherent  in  the  oil  system 
occurred  in  Egypt.  Indeed,  Colonel  Nasser  always  regarded  the  ol 1 weapon 
„ one  of  the  three  pillars  of  Arab  nat ional ism  and  revolution,  and  he 

was  the  first  leader  to  use  It  actively- 

Of  H56-57  began  with  the  nat  ional  i zat  .on  of  the 
The  oil  emergency  of  195b  5/  negu 

Suez  Canal  by  Hass.r  on  duly  26.  .9*.  though  .*  “ 

expected  I.  retain  some  control  of  , he  waterway  

- - control  did  not  really  depend  on  th  lega 

after  its  opening  in  1869,  contro 

viability  of  the  concession  element.  The  Canal  had  been  a cornerstone 

the  British  Empire  and  th.  Pan  Britannic,  ever  s.nce  the  Br.t.s 

♦ ha.  British  withdrew  from  the  Canal 
occupied  Egypt  I"  '882-  °"ce  the  •r'“5 

i 


r 
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Zone  in  June  1956,  th-re  was  nothing  to  prevent  Egypt  from  nationalizing 

. and  the  matter  >f  .at ionai izat ion  soon  emerged  as  a preiude  to  a 
Political  oii  offensive. 

onal .ration  of  the  Canai  was  preceded  not  oniy  by  Western 
"'t^rawa,.  but  a, so  by.  the  firs,  appearance  of  co™„un,s,  ,„fluence 

*"  °bVi0US  fi"  th'  pop  ionai  political  vacuum.  That 

1955,  an  American  offer  to  h»in  r: 

to  help  finance  the  Aswan  Dam  was  withdrawn 

and  the  Soviet  Union  ,uicUy  lent  its  own  assistance  instead.  The  nation- 
alization of  the  Canai,  far  from  being  the  impulsive  reaction  it  was 
beheved  to  be  a,  the  time,  was  but  the  first  stone  cast  at  the  withdraw- 
•nr,  Western  nations,  and  not  without  tacit  Soviet  support.  Thus,  Nasser 

for  four  “months  ‘because  ^ the  buIk^H  ^ m*  l°  f"Vade  E9ypt 
«n  th*  MICCe  Eos,  w.T„£ed  p ° £ " ^.^  'Oulp-ncn, 

under  Eqyntian  nnorWc  u ■ K 1 e tana l Zone  base 

tied  do2  }„  XiSni  * H knew France  had  its  army 
to  support  Egypt  in  order^50™*  that  ?uss,s  wouId  have 
in  the  Arab  world."*  ° preserve  its  newly-won  prestige 

The  not  Iona  I Izat  ion  of  the  Suet  Cara,  gave  the  firs,  warning  sign,, 
<ha,  a potential  emergency  existed.  The  warning  prompted  the  sh. 

of  the  Middle  East  Emergency  Committee  (MEEC)  In  the  United  states 

* j0'"'  “T'  f'rs,  met  on  August  7.  ISS6.  to’ 

prepare  a plan  of  action  to  deal  with  the  threat  of  supply  disruptions. 

The  Committee  was  specifically  asked  to  come  up  with  ways  to  meet  contin- 
ues which  Wu,d  arise  If  either  or  both  Middle  East  pipelines  and  the 
Suet  Canal  were  closed  down.  By  the  „me  the  Canal  was  closed  to  traffic 
some  three  months  later,  mos,  of  the  Information  required  for  tanker 


A.  FarnI* . Fact-  . *.  _ e 
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redeployment  and  alternative  sources  of  supply  had  been  developed.  The 
closure  of  the  Canal  and  the  disruption  of  the  Iraq  Petroleum  Company 
(IPC)  pipelines  occurred  following  the  outbreak  of  hostilities  between 
France  and  England  and  Egypt  on  November  k.* 

The  approaching  crisis,  however,  was  much  more  alarming  to  the  Euro- 
peans than  to  the  United  States.  Eighty-nine  percent  of  Europe's  total 
imports  of  crude  oil  in  1955  came  from  the  Middle  East,  nearly  ill  of  it 
via  the  Suez  Canal  and  pipelines  to  the  Eastern  Mediterranean.  The  Canal 
was  a transit  point  for  19  percent  of  the  world's  seaborne  oil  tonnage,  or 
some  1.1*  million  barrels  per  day,  of  which  1.3  million  were  northbound. 
During  the  first  six  months  of  1956,  northbound  tanker  traffic  rose  to 
1.5  million  barrels  dallv.  Thus,  the  5. 4 million  barrels  per  day  of 
crude  passing  through  the  Canal  In  1955  amounted  to  1*5  percent  of  total 
exports  of  Middle  East  crude,  the  equivalent  of  SU  percent  of  Europe's 
total  imports  of  crude. 


Numerous  studies  of  the  1956-57  and  1967  oil  emergencies  are  avail- 
able. The  most  useful  official  source,  often  relied  upon  In  this  paper, 
is  the  Department  of  Interior's  "The  Middle  East  Petroleum  Emergency  of 
1967"  (Washington,  D.C.:  U.S.  Gove'iment  Printing  Office,  1969)"  Other 
major  sources  include  Harold  lubell's  Middle  East  Oil  Crisis  and  Western 
Europe's  Energy  Supplies  (Baltimore:  The  Johns  Hopkins  Press,  1963),  and 
Shoshana  Klebanoff's  Middle  East  Oil  and  U.S.  Foreign  Policy  (New  York: 
Praeger  Publishers,  1 97**) • Only  the  latter  work,  however,  attempts  to 
relate  the  disruptions  in  the  flow  of  oil  to  their  political  context,  a 
perspective  which  is  essential  to  the  t-tudy  of  oil  as  a tool  of  political 
Influence. 
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TABLE  2.1 

NON-SOVIET  WORLD  PETROLEUM  SHIPMENTS,  1 955 


Million!  of  bbli/day 

Per  cent 

Crudt 

oil 

Petro- 

leum 

producli 

Crude  A 
product! 
com- 
bined 

Crude 

oil 

Petro- 

leum 

product! 

Crude  A 
product! 
com- 
bined 

Origin 

United  Suite 

O.J 

1.4 

1 .9 

II  4 

43.2 

23.1 

Caribbean* 

1.0 

1.2 

2.2 

22  7 

IS. 7 

29.4 

Middle  Eaat 

2.1 

0.2 

1.0 

43.6 

6.4 

40  0 

Other 

0.1 

O.J 

0.4 

2 1 

9.7 

3.1 

TOTAL 

4.4 

3.1 

7.3 

100  0 

100.0 

100,0 

Dtitlmtiem 
North  Amert.-.i 

1.3 

1.6 

3 1 

34  1 

31.6 

41.1 

Caribbean  A South  America* 

0.1 

0.4 

0 7 

2.1 

19,4 

9.4 

Wctiern  Europe 

1.9 

0 J 

2.2 

41,2 

9.6 

29. 1 

Other 

0 9 

0.4 

1.3 

20.4 

19  4 

20.* 

Total 

4.4 

J.l 

7.3 

100.0 

100.0 

ioa.o 

SOURCJ:  Lubeil,  Middle  East  Crises  and  Western  Europe's  Energy 
Supplies,  1963. 

By  1956,  some  72  percent  of  Europe's  oil  Imports  (2.1  million  barrels 
per  day)  came  from  the  Middle  East.  As  the  role  of  indigenous  coal  declined, 
oil  came  to  represent  25  percent  of  total  European  energy  demand.  This 
historical  paradox  might  perhaps  explain  the  recurrence  of  the  unleash- 
ing of  the  oil  weapon  at  the  West.  Just  when  Europe  was  withdrawing 
politically  and  militarily  from  the  area,  her  dual  dependence--on  oil 
as  a physical  energy  source  and  on  the  Middle  East  as  a geopolitical  source 
source  for  Its  ol (--reached  dangerous  levels. 

The  governments  of  Great  Britain  and  France  became  acutely  concert;-*, 

| 

with  the  possible  ramifications  of  the  nationalization  of  the  Suez  Cana). 

It  was  estimated  at  the  time  that  Britain's  reserves  of  crude  oil  would 
last  for  only  six  weeks  (two  weeks  for  oil  products),  and  that  the  other 
Western  European  countries  had  even  smaller  stocks.  More  than  half  of 

1 

Britain's  annual  Imports  were  threatened  by  Nasser's  control  of  the 
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Canal,  furthermore,  this  vulnerability  was  expected  to  increase,  since 
additional  energy  requirements  could  only  be  ■.atoned  fr or  the 


East . 


If  Arab  nationalism  mixed  with  unpredictability  was  not  sufficiently 


menacing,  Soviet  penetration  Into  the  region  seemed  to  threaten  European 
access  to  an  area  which  had  been  traditionally  considered  vital  to  its 
Interests.  Since  the  mercantilist  system  had  obviously  depended  upon 
the  protection  of  strategic  trade  routes,  the  act  of  nationalization, 
coupled  with  a Soviet  foothold  In  the  area,  could  not  be  considered  as 
anything  less  than  a challenge  to  the  entire  Western  economic  order  of 
the  past  several  hundred  years.  When  the  new  variant  of  the  "Eastern 
Question,"  the  thorniest  problem  of  the  nineteenth  century,  surfaced 
again,  the  Anglo-French  reaction  was  typical  and  predictable.  Their 
determination  to  safeguard  their  vital  Interests,  specifically  the  pre- 
servation of  their  access  to  Hlddla  East  oil,  hecae  the  £rlma  facie 
cause  for  their  Joint  attack  on  Egypt.  The  European  response,  then,  was 
a preempt i ve  military  action  aimed  at  preventing  what  seemed  an  Inevitable 


economic  challenge. 


This  Anglo-French  concept  was  not  shared,  however,  by  the  United 
States.  The  Suez  Canal  did  not  play  the  same  strategic  role  for  the 
U.S.  that  it  did  for  Europe,  and  Arab  nat ional Ism  was  not  interpreted 
as  a potential  challenge  to  American  economic  interests.  In  fact, 


"in  Washington,  references  to  Middle  East  oi  evoked 
unsavory  odors  of  antiquated  colonial  poucles.  Lib 
erals  and  isolationists  alike  were  standing  by  ready 
to  accuse  the  government  of  economic  imperialism.... 
The  U.S.  government  Itself  was  self-conscious  of  its 


. 


— 
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position  In  relation  to  the  new  nations  of  Asia  and 
Af r lea. . . .The  Elsenhower  Administration  recorded  the 
Bandung  Conference  as  a blow  to  SEATO,  ano  great 
energy  was  expended  to  mend  fences... the  sslf-styied 
leaders  of  the  Third  World  were  energet lce( I y courted." 

One  of  these  leaders,  Nasser,  was  wooed  with  equal  vigor  by  the  Soviet 
Union  and  the  United  States.  In  the  manner  of  a well-rehearsed  histor- 
ical process,  these  policies  of  accomodation  and  appeasement  served  only 
to  encourage  further  political  demands.  In  this  case,  it  took  the  form 
of  Egyptian  nationalization  of  the  Canal. 

The  seizure  of  the  Canal  and  Its  subsequent  blockage  on  October  31, 
1956,  coupled  with  the  sabotaging  of  the  I PC  pipelines  on  November  3, 
affected  the  movement  of  more  than  2 million  barrels  per  day.  The  Arab 
action  hardly  represented  a comprehensive  strategy;  nor  was  the  action 
managed  in  concert  among  the  various  Arab  nations.  But  the  effect  of 
choking  the  key  arteries  of  the  transport  system  was  to  involve  both 
production  and  transport.  The  hardest  hit  of  the  oil  producers  was 
Iraq,  whose  outp  it  dropped  by  75  percent  from  October  to  November,  1956. 
(Almost  73  percent  of  Iraq's  1955  total  output  came  from  the  Kirkuk  fields, 
whose  only  outlet  was  through  the  I PC  pipeline.  This  pipeline.  was,  in  fact, 
the  biggest  single  component  of  Middle  East  production  apparatus  that 
closed  down.)  The  disruption  of  the  pipeline  cut  off  the  movement  of  some 
599,000  barrels  daily.  Persian  Gulf  production  was  reduced  by  about  half 
by  the  tanker  shortage  which  resulted  from  the  closure  of  the  Canal. 


*KIebanoff,  p.  125. 
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TABLE  2.2 


OIL  MOVEMENT  TO  WEST  OF  SUEZ 
(EASTERN  HEMISPHERE  ONLY)~ 

AMOUNT 

R0UTE (BARRELS/DAY) 

THROUGH  SUlZ  CANAL 

FROM  MIDDLE  EAST  1,1*28,000 

FROM  THE  FAR  EAST  50.000  1 .1*78.000 

THROUGH  PIPELINES  687,000 

2, VS5.000 

FROM  WESTERN  HEMI- 
SPHERE AND  SOVIET  BLOC  I ,085,000 

total  3,250,000 

SOURCE : Klcbanoff,  Middle  East  6TT 


The  cutbacks  were  smallest  for  Iran,  whose  markets  were  primarily  east 
of  Suez,  and  for  Saudi  Arabia,  since  ARAMCO's  Tapline  to  the  Mediterranean 
was  not  damaged  by  the  Syrians.  The  closure  of  the  Canal  stopped  the 
normal  movement  of  about  1,978,000  barrels  dally.  The  virtual  Interdepen- 
dence of  the  production  and  distribution  system  at  their  Middle  East 
origin  point  spread  the  effects  of  the  Egypt lan-Syr Ian  actio*  both  down- 
stream, as  intended,  and  upstream. 

The  oil  weapon,  In  other  words,  became  a collective  Arab  potential, 
triggered  by  a minority  of  Arab  nations.  The  Interdependence  which  endowed 
the  market  with  a certain  Flexibility  also  brought  about  an  overall  systemic 
sensitivity.  Thus,  it  did  not  matter  much  that  Saudi  Arabia  symbolically 
chose  to  have  the  disruption  of  a total  movement  of  more  than  2 million 
barrels  per  day  accompanied  by  a declaration  that  It  was  a selective  embargo 
of  crudn  oil  deliveries  to  France  and  Great  Britain.  That  was  the  first 
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example  of  the  declaratory  aspect  of  the  oil  weapon;  It  was  almost  totally 
divorced  from  the  economic  realities,  causes,  and  consequences  of  the  action, 
but  necessarily  tuned  to  the  political  end  it  was  supposed  to  advance. 

Nonetheless,  neither  the  disruption  In  the  flow  of  oil  nor  the 
production  restriction  had  more  than  an  ultimately  marginal  Impact  on 
ovai lability  of  supply.  During  the  period  of  the  actual  emergency,  from 
November  I,  1956  through  March  31,  1 9^7 , an  average  of  3,007,000  barrels 
daily,  or  90  percent  of  the  normally  required  supplies  of  3,250,000 
barrels  dally,  were  made  available  to  the  affected  areas.  This  rate  of 
supply  continued  throughout  April  and  May  1957;  by  July  1957  the  total 
supplies  to  the  affected  areas,  as  well  as  movements  to  those  areas 
through  the  Suez  Canal,  returned,  for  all  practical  purposes,  to  normal 
proport  Ions. 

Thus,  two  serious  handicaps  constrained  the  world  oil  system  at  that 
moment  a^  a result  of  the  Arab  action.  First,  except  for  approximately 
339,000  barrels  daily  available  from  the  Eastern  Mediterranean  terminal 
of  the  Trans-Arabian  Pipeline  (Tapline),  approximately  350,000  barrels 
dally  of  Indigenous  production  in  the  affected  areas,  and  imports  from 
Iron  Curtain  countries,  the  bulk  of  the  supplies  had  to  be  transported 
on  long  voyeges  from  the  Fersian  Gulf  around  the  Cape  of  Good  Hope  and 

from  the  Western  Hemisphere.  Second,  as  of  November  1,  1956,  the  world 
tanker  fleet  was  so  completely  utilized  that  no  excess  tanker  tonnage 
was  available  to  conpensate  for  the  incremental  burden  of  the  long  hauls. 

The  Arab  action  did  Indeed  create  a shortfall  of  some  7.5  percent  of  pre- 
-"isis  consumption  In  Europe,  and  5.6  percent  on  the  East  Coast  of  the 
United  States. 

ij 

■f  - - 
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The  emergency  brought  about  rationing  in  every  major  consuming 
country  in  Europe;  but,  by  and  large,  the  economic  life  of  the  affected 
areas  was  not  disrupted  because  of  a lack  of  petroleum  supplies.  To 
the  extent,  then,  that  the  original  purpose  of  the  Arab  stoppages  and 
boycotts  had  been  to  bring  about  a substantial  foreign  petroleum  supply 
shortage,  they  failed. 


TABLE  2.3 


MIDDLE  EAST  EMERGENCY  COMMITTEE  ESTIMATES  OF  OIL  MOVEMENTS 

(CRUDE  AND  PRODUCTS  COMBINED)  TO  EUROPE/A^rTcTaND 

EAST  COAST  NORTH  AMERICA,  PRE-SUEZ  CRISIS  AND  NOVEMBER  1956-MARCH  1957 


- 

(1) 

(1) 

(5) 

(4) 

(5) 

(4) 

Cl) 
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Four  factors  of  major  Importance  were  Instrumental  in  contributing  to 
the  blunting  of  this  first  exercise  of  the  Arab  oil  weapon.  Two  are  related 
to  the  state  of  the  system  at  that  time;  the  other  two  with  Its  management 
in  conditions  of  crisis.  First,  petroleum  supplies  made  available  from 
the  Western  Hemisphere  for  shipment  to  the  affected  areas  were  substantially 
increased.  Normally,  supplies  from  the  Caribbean  and  the  United  States  to 
the  area  west  of  Suez  amounted  to  about  728,000  barrels  dally,  or  roughly 
22  percent  of  the  total  supplies  in  the  region.  For  the  emergency  period, 
November  1 through  March  31,  Western  Hemisphere  supplies  moving  to  Europe 
and  the  other  affected  areas  were  almost  'oubled,  averaging  1,380,000 
barrels  dally,  and  accounting  for  approximately  ^6  percent  of  the  total 
supplies  to  the  area.  'n  addition  to  this  increase  of  652,000  barrels 
per  day  shipped  from  the  Western  Hemisphere,  approximately  317,000  barrels 
dally  of  crude  oil  were  made  ^val’.iole  from  Western  Hemisphere  sources  for 
the  East  and  West  coasts  of  North  America  to  replace  Middle  East  oil 
diverted  to  Europe.  Thus,  the  total  increase  in  supplies  made  available 
from  the  Western  Hemisphere  amounted  to  approximately  969,000  barrels 
daily  during  the  five-month  crisis  period. 

Second,  the  effective  carry'ng  capacity  of  the  existing  tanker  fleet 
was  increased  by  radical  deployments  of  tanker  movements  designed  to 
eliminate  cross-hauls  and  by  the  unusually  large  quantities  of  petroleum 
that  were  moved  from  the  Persian  Gu!f  by  the  long  haul  to  Europe  around 
the  Cape  of  Good  Hope.  Because  of  the  greater  distances  Involved,  the 
same  number  of  tankers  moving  around  the  Cape  of  Good  Hope  could  haul 
only  about  one-half  as  much  oil  as  they  had  previously  hauled  from  the 
Eastern  Mediterranean  terminals  of  the  IPC  pipeline. 

U.S.  Department  of  Interior,  "The  Middle  East  Petroleum  Emergency  of 
1967,"  I969.  This  document  compares  the  1967  oil  crisis  with  the  Suez  Crisis. 
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Accordingly,  rerouting  the  Uniters  ground  the  Cepe  ,0  Europe  would  hgye 
resulted  in  hevlng  only  .bout  850,000  barrels  of  supply  dally  ,0  Europe. 
Howeyer.  largely  as  a result  of  the  tanker  redeployments  (see  Table  2.4) 
and  other  measures  for  increasing  tanker  carrying  capacity  during  the 
emergency  period,  the  supplying  companies  succeeded  in  moving  an  average 
of  936,000  barrels  dally  around  the  Cape,  while  at  the  same  time  moving 
an  additional  652,000  barrels  per  day  of  emergency  supplies  from  the 
Western  Hemisphere  to  Europe.  The  total  size  of  this  virtual  "oil  lif,  to 
Europe"  was  1.588.000  barrels  daily.  A„  this  was  acctmtpllshed  without 
causing  any  reduction  or  shortage  of  supplies  In  the  Western  Hemisphere 

or  In  the  Eastern  Hem.sph of  Suez,  although  stocks  were  depleted 

significantly  and  rationing  lasted  until  the  late 


spring  of  1957. 
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Third,  the  "oil  lift"  could  not  have  succeeded  without  a major 
effort  to  increase  supplies  from  the  Western  Hemisphere  for  the  affected 
areas.  This  increase  was  made  possible  by  1)  increased  production  In 
the  Caribbean  area  and  in  the  United  States,  the  latter  necessitating 
close  coordination  among  the  oil  companies  and  government  agencies 
concerned;  2)  heavy  stoc"  withdrawals,  both  in  the  United  States  and 
the  Caribbean  area,  mostly  during  November  and  early  December;  and  3) 
numerous  rather  unusual  operations,  particularly  within  the  United  States, 
by  the  KEEC  and  the  American  oil  companies,  Including  the  reactivation 
of  no  loperat i ncj  pipelines  and  terminals,  the  reversal  of  pipeline  flows, 
and  the  utilization  of  unusual  barge  and  tank  car  movements. 

Fourth,  the  I nternat Iona  1 management  of  the  emergency  Involved  close 
cooperation  between  the  HEEC  and  the  Organization  for  European  Economic 
Cooperation  (OEEC),  notably  its  industry  advisory  committee,  the  OEEC 
Petroleum  Emergency  Group.  The  Group  not  or.ly  facilitated  making  supplier 
available  to  Europe  but  also  bore  the  sole  responsibility  for  the  alloca- 
tion of  supplies  within  Europe.  This  cooperation,  which  was  initiated 
after  December  3,  proved  essential  for  the  duration  of  the  emergency. 

The  most  dramatic  effect  of  the  Arab  action,  in  technical  terms,  was 
to  bring  about  a sharp  depletion  of  the  world's  stocks  of  crude  oil;  but 
such  Is  their  ra i son  d'etre,  after  all.  Withdrawals  from  stocks  were 
indeed  high:  In  November  and  December,  the  months  of  sharpest  decline, 

they  amounted  to  600,000  barrels  per  day,  or  4 percent  of  world  (excluding 
communist  countries)  crude  oil  production.  Some  58  percent  of  the  with- 
drawals were  accounted  for  by  the  American  oil  lift  to  Europe;  Europe's 
share  of  withdrawals  was  only  29  percent.  The  impact  of  the  oil  emergency 
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on  consumption  was,  however,  much  smaller  than  had  originally  been  feared. 

The  average  European  shortfall  over  the  entire  five-month  crisis  period 
was  only  8 percent;  in  November  the  flow  was  20  percent  below  normal; 
jy  March  it  was  only  k percent  below  normal. 

It  can  be  concluded,  then,  that  the  1956*57  Suez  crisis  represented 
a rather  weak  initial  use  of  the  oil  weapon.  It  did  not  involve  a planned 
and  carefully  executed  offensive,  among  other  reasons,  because  the  Anglo- 
French  attack  preempted  anything  of  the  kind.  As  a hasty  punitive  reaction, 
the  transport  stoppage  could  not  nor  did  it  create  severe  shortages  in 
Europe  of  & type  that  could  force,  for  instance,  the  invading  troops  to 
retreat.  A massive  production  stoppage  was  inconceivable  in  any  event, 
since  none  of  the  oi l-producinq  countries  couid  afford  to  be  cut  off  for 
long  from  their  oil  revenues.  The  Arab  nations  had  no  "insurance"  for 
economic  warfare  in  the  form  of  foreign  exchange  reserves.  In  other 
words,  in  1956  the  Arabs  did  not  possess  the  necessary  ammunition  for  a 
protracted  barrage  by  the  oil  weapon.*  Saudi  Arabia's  1956  oil  revenues, 
for  example,  fell  by  1^.8  percent  relative  to  the  previous  year,  a decline 
which  could  hardly  be  tolerated  by  a nation  in  a tight  export-dependence 
si tuation. 

*To  speak  of  the  Arabs  as  if  they  form  a monolithic  bloc  can,  of  course, 
be  quite  misleading.  Some  Arabs  will  always  be  more  Inclined  to  bear  the 
self-inflicted  costs  of  production  shutdowns;  others  would  be  less  so.  It 
is  in  this  vein  that  a Kuwaiti  sheik  complained  about  the  sabotage  of  his 
country's  oil  facilities  by  non-Kuwaiti  Arabs: 

"The  saboteurs  kept  claiming  that  they  were  attacking  British 
imperialism,  but  we  were  the  suf ferers--we  Kuwaitis.  It  was  our 
oil  which  was  being  sabotaged,  our  revenues  which  were  being  hit, 
our  city  which  was  threatened  by  a shutdown."  [Quoted  in  Leonard  Mosely's 
Power  Play  (New  York:  Random  House,  1973)*  p.  264 . 1 
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The  Western  nations,  on  the  other  hand,  were  quite  adequately  pre- 
pared: with  substantial  idle  capacity  in  non-Arab  sources  and  a market 

flexible  enough  to  undergo  radical  regrouping,  the  Western  defense  was 
more  than  capable  of  countering  the  Arab  offensive.  In  certain  ways, 
the  Arab  action  was  self-defeating  in  the  ftnse  that  it  alerted  the  West 
to  its  own  potential  vulnerabilities.  Thus,  diversification  and  storage 
programs  were  inaugurated,  national  oil  companies  were  established  in 
order  to  circumvent  the  majors,  and  the  dangers  of  drifting  into  greater 
import-dependence  upon  Arab  sources  were  regarded  with  Increasing  concern. 

Nevertheless,  the  conclusion  of  the  Suez  episode  did  provide  an 
unexpected  twist.  Despite  such  Inevitable  side  effects  as  increases  in 
crude  prices  by  25  cents  per  barrel  and  similar  dramatic  price  increases 
in  Europe,  no  severe  economic  damage  was  caused  by  the  1956-57  Arab  oil 
action.  The  real  test  of  the  "weapon,"  however,  Is  Its  effectiveness  in 
attaining  its  political  aims.  Ironically,  this  initial  exercise  in  oil 
pressure  paid  off  politically  in  a most  unexpected  way.  Rather  than  the 
Arabs  putting  the  pressure  on  France  and  Britain,  it  was  the  United  States 
which  did  so.  The  Arab  action  could  not  coerce  the  Europeans,  but  an 
American  threat  to  wlthold  the  "oil  lift"  from  these  countries  played  a 
crucial  role  in  their  decision  to  call  off  the  Suez  invasion.  It  was 
made  clear  to  the  Europeans  that  the  United  States  would  refuse  to  make 
up  for  the  missing  Middle  Eastern  oil  on  any  other  basis,  and  they  prompt- 
ly complied.*  Thus,  the  U.S.  acted  to  negate  the  effects  of  an  oil 

*"Dependence  and  Dependability:  Political  Prospects  For  Middle  East 

Oil,"  by  Dankwart  A.  Rustow  in  Oil  Imports  and  the  Nat iona  Interest 
(New  York;  Petroleum  industry  Research  Foundation,  inc.  , 19/1 J.  Rustow 
quotes  Sherman  Adams  to  the  effect  that  Dulles  noted  that  E“rop*™* 
had  come  to  believe  that  we  were  forcing  Britain  and  France  to  withd  c. 
from  Suer  by  withholding  oil  from  them,"  p.  41. 
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^nths  in  late  1966  and  early  1967  , , 
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c , ’ then  a ma3°r  regional  war.  The 

Syrian-, PC  pipeline  dispute,  notes  George  Stockina  k 

9 Stocking,  may  be  regarded  as 

battle  in  a war  waged  by  militant  Arabs  rr>  i 

1 Arabs  to  gain  control  of  the  oii 

industry  and  Syria,  combining  Its  -olitlc.l  „h,  • 

, nl.tlcal  objectives  with  Its  economic 

nterests,  seized  the  leadership  th,t  struggle.** 

hga i n , the  fam.iiar  spectacie  of  a radical  ele^n,  c.,.,yz,„,  „n 

escalation  process  se#ir>»ri 

5 seemed  to  repeat  itself.  Syria  anw  m, 

syria,  and  the  terrorists 

operating  from  Syrian  sane, s.^oon  brought  Egyp,.  too, 

I"  mid-Hay,  Nasser  crossed  his  own  Rubicon:  first  by  deeding 

th'  :;C:t,0n  °f  UNEr  ""  -n  by  announcing 

the  oiockade  of  the  Strain  n 

Straits  of  Tiran,  and  f ina, 1,  by  massing  troops 

orward  positions  In  the  Sinai  theater. 
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on  May  23  provided  the  necessary  advance  warning  that  anotr ,r  oil 
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event,  only  strengthened  the  notion  that  a major  new  Arab  rhallen9e 
was  underway-  U Thanfs  acgu,. scene.  in  ev.cua.in,  UHEF  only  stimulated 
iurther  Egyptian  demands,  leading  up  to  the  closure  of  the  Straits.  As 
Western  reluctance  to  abide  by  its  obligations  to  Israel  became  manifest, 
the  Arab  oil  weapon  resurfaced.  Thus,  Initial  Western  weakness  In  the 
face  of  the  challenge  only  encouraged  Its  further  escalation. 

Arab  apologists  often  refer  to  the  oil  weapon  as  a "petroleum  defense 
Since  in  terms  of  temporal  seguence.  the  oil  weapon  was  activated 
in  all  three  Instances  only  after  the  eruption  of  hostilities,  it  Is  in- 
deed tempting  to  view  the  til  weapon  as  a reflexive  reaction  of  self- 
defense.  The  explanation  behind  such  a thesis  . uns  as  follows: 

verge^of  defeat  -elr  resor^t^the^sc  of  oil  as^poll- 

;&!  5et.Mor.tl-,  m,  '^-  ^.uat^  Through 

These  «"  ^ - 

not  the  result  of  a studied  plan  of  action. 

,h.  facts,  however,  contradict  such  an  explanation  and  any  thorough 

examination  of  .Is  that  careful  planning  preceded  the  activation 

of  the  oil  weapon.  On  June  3.  ««  days  before  Israel  preempted,  and  dur- 
ing ,S,  next  day.  the  Foreign  Hlnlst.rs  of  the  Arab  o..-««port.n,  count- 
ries conferred  In  Baghdad.  They.  too.  like  Jordan's  King  Hussein,  wished 
Jump  on  the  bandwagon  of  wha,  seemed  up  to  that  time  to  be  a surpris- 
ing,, successful  affront  to  Israel  and  the  West.  The  Baghdad  conference 
was  designed  to  "consider  the  crisis  and  ,0  develop  a common  policy  on 
the  uses  of  oil  as  r weapon  against  the  'aggression'  of  Israel." 


Ir'iC.S'S’S: 

Annual  Conference  of  197*».) 

Stocking,  o£.  c 1 1. . P*  **58. 
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The  representatives  of  the  U.A.R.,  Iraq.  Algeria,  Libya,  Kuwait,  Saudi 
Arabia,  Syria,  Lebanon,  Qatar,  Bahrain,  and  Abu  Dhabi,  unanimously  ap- 
proved a resolution  announcing  the  shutdown  of  oil  wells  "In  order  to 

A 

deny  petroleum  to  the  imperialist  aggressors."  This  position  was 
assumed  prior  to  the  outbreak  of  hostilities,  while  events  were  going 
the  Arabs'  way,  and  not  in  reaction  to  it. 

Although  In  retrospect  the  Arab  actions  appear  hasty  and  miscalcu- 
lated, at  the  time  they  must  have  had  a compelling  logic.  Western 
complacency,  Israeli  hesitation,  and  greatly  improved  Arab  capabilities 
ai i converged  to  bring  about  the  Arab  action.  Israel's  preemptive  attack 
confused  the  Arabs'  plans  and  threw  their  ranks  into  disarray. 

In  a manner  reminiscent  of  the  Suez  crisis,  the  main  deterrent  to 
the  progressively  menacing  Arab  challenge  was  a preemptive  strike  which 
blunted  its  f u i i effect:  in  1956  it  was  the  Angio-French-lsrael  i attack; 

in  June  1967  it  was  Israel's  strike  at  Egypt.  By  contrast,  no  such  coun- 
teraction was  taken  in  advance  of  the  joint  Arab  economic  and  military 
ittack  in  1973.  This  negligence  may  well  explain  the  different  outcome 
of  the  third  Arab  challenge. 


Z.  Mikdashi,  The  Community  of  the  Oil  Exporting  Countries  (Oxford: 
)xtord  University  Press,  1971).  it  cannot  be  denied  that  a concerted 
Arab  oil  action  was  being  coordinated  prior  to  the  Israelis'  preemptive 
strike  against  Egypt  on  June  5,  1967.  Hi kdashf  gives  a full  account  of 
this  strategy  session.  His  analysis  amounts  to  a rejection  of  the  offi- 
cial Arab  line  that  the  ensuing  embargo  was  a mere  reflex  rather  than  a 
premeditated  action.  Arab  apologists,  however,  often  tend  to  be  more 
pious  than  the  Pope.  Attempting  to  reconcile  the  fact  of  the  Baghdad 
conference  with  the  official  Arab  line,  Leonard  Hosley  arbitrarily  pre- 
dates the  dav  the  Six  Dav  War  beoan  (Moslev.  d.  343).  Thus,  for  him  the 
war  began  on  June  4 rather  than  June  5.  Such  d.stortlon,  however,  cannot 

hide  the  fact  that  the  Arab  oil  action  in  1967,  JS  in  1973,  was  an  Integral 
part  of  an  Arab  strategy  against  the  West  and  not  just  a reaction  to  the 
erupion  of  the  war. 
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Finally,  North  America's  dependence  on  Arab  imports  did  not  exceed  12 
percent  of  Its  total  crude  Imports.  However,  these  indices  of  direct 
exposure  to  Arab  oil  do  not  adequately  reflect  the  degree  of  vulnera- 
bility sustained  by  those  groups  of  countries  at  the  time.  Interpolat- 
ing the  share  of  Arab  oil  in  toial  energy  consumption  (Tables  2.5  and 
2.6)  in  1967,  it  Is  clear  that  Japan  and  Western  Europe  did  not  differ 
all  that  much.  Western  Europe's  reliance  on  Arab  oil  was  for  34  percen : 
of  her  energy  requirements,  and  Japan's  share  was  the  same— 34  percent. 

Table  2.5 


WESTERN  EUROPE:  CONSUMPTION  OF  ENERGY  AND  DEPENDENCE  ON 
ARAB  OIL,  SELECTED  YEARS,  1955-68 


Thousands  of  Barrsls  Daily  of  Oil  Equivalant 

IMS 

. 

1900 

1 

1965 

I960 

Nuclaar  anarfy  

1 

| 

176 

216 

Hydropovnar  ...  

BAS 

1.400 

1,002 

1.933 

Cool 

MM 

0.377 

7,929 

0.904 

Natural  pi  

744 

431 

921 

Oil  

! 1.791 

4.393 

7.607 

10,433 

Arab  oil  

1.690 

2.611 

6,106 

7.361 

Othar  Oil 

1.105 

1,892 

7.412 

3.072 

Total 

12.772 

14,477 

17,094 

20. 

400 

Parcant  of  Tot* I Enarfy  Consumption 


Nuclaar  anartv  

1 

0 

0 

0 7 

1.1 

Hydropoyrar 

7.6 

9.1 

10.1 

9.6 

Coal 

09.0 

66.1 

44.3 

33L0 

Natural  aaa  

0.9 

1.7 

7.4 

4.6 

Oil  

21.9 

304 

42.6 

61.1 

Arab  oil  

13.4 

17.4 

29.0 

36.1 

Othar  oil 

6.6 

13.0 

13.6 

15.0 

Tatd 

100.0 

100.0 

100.0 

10X0 

SOURCE:  Department  of  the  Interior,  The  Middle  East  Petroleum 

Emergency  of  1967.  ~ 
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Table  2.6 


JAPAN:  CONSUMPTION  Of  ENERGY  AND  DEPENDENCE  ON  ARAB  OIL, 
SELECTED  YEARS,  1955-68 


Oa*y  •*  Oil  «euMHM 


tie 

40 

in 

2M 

Ntmm  ut  T«w  Iwh  CmmrmIwi 


ni 

■ ■ i 1 

X2.1 

114 

»4 

SOURCE:  Department  of  the  Intar  lor,  Tha  Middle  East  Emer 


Of  tha  major  protagonists  In  1967.  only  tha  United  States  remained 
aloof  to  Middle  East  oil.  Dependant  upon  Imports  for  only  10  percent 
of  its  oil,  some  1.1  million  barrels  per  day,  the  U.S.  received  less 
then  J36  thousand  barrels  per  day  from  the  Middle  East  and  North  Africa 
l.e.,  less  than  3 percent  of  Its  oil  requirements  and  only  a little 
more  than  one  percent  of  Its  total  energy  needs. 
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Table  2.7 

DEPENDENCE  OF  SELECTED  COUNTRIES  ON  ARAB  CRUDE  OIL,  1966 
(THOUSAND  BARRELS  DAILY) 


Artii/Country 

Total  cruda 
oil  eonaumad 

Import!  from 
Arab  countrial 
Iparcant  total) 

W«t  E uropa 

Unitad  Kingdom . 

1 408 

69.0 

Italy 

1.564 

83  2 

Watt  Gtrmoy  . 

1.354 

73.6 

franca  , 

1.380 

82  9 

Natharlandt  . 

599 

829 

Balglum 

327 

58  4 

Spain 

338 

81.6 

Atia' 

Japan  

1,701 

61.5 

Auttralla 

333 

61  5 

India 

149 

81.1 

Wat  tarn  Hamitphart 

tram  . 

177 

489 

Argantina  

71 

38.3 

Unitad  Statat 

8.316 

3.6 

SOURCE:  Department  of  the  Interior,  The  Kiddle  East 

Emergency  of  1967. 

The  sheer  scope  of  European  and  Japanese  oil  vulnerability  did  not 

alone  account  for  the  perceived  gravity  of  the  situation.  It  was  Instead 

the  refinement  of  the  oil  weapon  to  Include  a production  as  well  as  a 

transit  dimension  which  raised  the  Arab  oil  strategy  to  a higher  level 

* 

of  sophistication  and  potential  effectiveness.  Accompanying  the  loss 
of  production  with  the  closure  of  the  means  of  transportation  marked 
the  first  time  that  these  two  aspects  of  Arab  control  of  oil  had  been 
used  together.  In  other  words,  a two-fold  crisis  faced  Europe:  threats 


For  a discussion  of  the  implications  of  such  an  exacerbation  In  the 
potential  threat,  see  Odell,  pp.  148-9. 
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of  acute  shortages  of  both  supply  and  transportation.  In  fact,  it  was 
estimated  at  the  time  that  continued  Arab  denial  of  oil  and  transit 
facilities  would  totally  deplete  European  stocks  within  six  months,  even 
though  these  supplies  had  grown  to  a level  of  55  to  60  days  since  1956.* 
With  the  outbreak  of  hostilities  In  June  1967,  Western  Europe’s  oil 
requirements  were  reduced  by  one  third.  The  production  loss  potential, 
since  rrom  June  6 to  June  i 4 all  Arab  countries  shut  down  (with  the 
exception  of  Abu  Dhabi,  Qatar,  and  Algeria)  could  have  reached  10  million 
barrels  daily.  The  closure  of  the  Suez  Canal  Interrupted  the  flow  of 
3.5  million  barrels  daily  and  the  pipelines  stoppage  (both  TAPLINE  and 
the  I PC  pipeline)  effected  1.5  million  barrels  daily.  Only  non-Arab 
Iran  was  still  producing  at  a rate  of  2.3  million  barrels  per  day. 

There  were  several  ways  for  making  up  such  huge  production  and 
supply  losses.  With  excess  productive  capacity,  probable  Increments  in 
crude  oil  output  from  the  major  producing  areas  outside  the  Arab  bloc 
could  be  anticipated.  Presumably,  West  Africa  could  have  speeded  up 
production  immediately  by  200  thousand  barrels  dally  with  350  to  500 
over  the  next  six  months;  Indones  ia--100  thousand  barrels  daily,  and 
150-300  thousand  barrels  daily  respectively;  Iran— 200  thousand  barrels 
daily  and  800  thousand  barrels  daily  respectively.  Only  with  massive 
Western  Hemisphere  utilization  of  Its  excess  productive  capacity 
could  the  total  have  been  brought  up  to  a potential  1.5  million  barrels 

* — — . 

The  main  source  for  the  figures  used  in  this  discussion  is  the 
Department  of  Interior's  officUl  report  entitled,  "The  Middle  East 
Petroleum  Emergency  of  1967"  (Washington:  U.S.  Government  Printing 

Office,  1969). 
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per  day  on  an  Immediate  scale  and  up  to  3-8  million  barrels  daily  to 
3 million  barrels  daily  within  six  months.  But  all  this  potential 
assistance  fell  fat  short  of  Europe's  requirements.  In  the  face  of  a 
potential  loss  of  10  million  barrels  a day  of  Arab  oil,  It  was  grimly 
estimated  that  the  European  stocks  would  be  depleted  In  six  months. 

The  Suez  Canal  closed  on  the  af.ernoon  of  June  6,  along  witn  the 
Tapline  and  the  IPC  pipelines  to  the  Eastern  Mediterranean.  By  Wednesday, 
June  7,  crudo  oil  production  and  loading  had  been  shut  down  In  Libya, 

Saudi  Arabia,  and  Iraq,  but  Kuwait  was  still  In  production  and  loading. 
Kuwait  shut  down  or  June  11,  making  a total  of  8.4  million  barrels  a 
day  of  production  shutdown  in  Arab  countries. 

* * * 

Yet,  Western  fears  never  actually  materialized.  By  June  14,  barely 
a week  after  the  Arab-israeli  war  had  erupted,  producing  operations  had 
been  restored  In  all  of  the  Arab  countries  except  Libya  and  Iraq.  Indeed, 
Algeria,  Qatar,  and  Abu  Dhabi  cheated  all  along  and  continued  to  produce 
at  normal  levels  throughout  the  war.  With  the  defusing  of  the  production 
aspect  of  the  oil  weapon  and  early  resolution  of  the  question  of  crude 
oil  availability,  the  1967  oil  emergency  quickly  became  a matter  of  over- 
coming the  small  supply  losses  and  manipulating  the  tanker  fleet  to  the 
best  possible  advantage  to  negate  the  transportation  aspect  of  the  Arab 
act  Ion. 

A pertinent  question  at  this  juncture  Is  why  the  Arabs  failed  so 
miserably  in  their  second  and  more  promising  oil  offensive.  Again,  the 
answer  rests  In  the  nature  of  producer-consumer  interdependence,  in  the 
abstract,  the  oil  producing  countries  need  consumers  because  the  oil  s 


so 
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value  lies  precisely  in  the  demand  for  it  by  industrial  countries.  In 
principle,  therefor*,  any  shutdown  of  production  should  hurt  the  produc- 
inq  country,  too.  It  is,  of  course,  this  community  of  Interest  which 
keeps  the  oil  flowing.  Success  In  economic  warfare  depends  upon  the 
ability  to  absorb  some  of  the  damage  resulting  from  the  discontinuation 
of  trade  relationships  in  order  to  inflict  greater  damage  upon  one's 
adversary. 

Thus,  if  Europe  and  Japan  were  highly  vulnerable  to  an  Arab  oil 
boycott,  the  Arabs  were  equally,  if  not  more,  vulnerable.  If  none  of 
the  Arab  oil  producers  resorted  to  production  cutbacks  in  1957  because 
of  fiscal  inability  to  forego  oil  revenues,  1967  did  not  offer  a better 
basis  for  such  self-denying  actions.  For  example,  In  1966,  63  percent 
of  Iraq's  total  government  revenues  came  from  oil;  Kuwait,  83  percent; 
Libya,  73  percent;  and  Saudi  Arabia,  89  percent.  It  Is  this  extent 
of  their  export-dependence  which  handicapped  the  Arabs  and  constrained 
the  oil  weapon  most.  Seldom  can  poor  countries  afford  to  engage  In 
economic  boycotts,  and  the  Arab  ol  I -export Iny  countries  were  for  all 
practical  purposes  poor  Indeed.  Hone  of  the  Arab  oil  exporting  coun- 
tries, with  the  single  exception  of  Kuwait,  had  foreign  exchange  reserves 
sufficient  to  cushion  the  loss  of  foreign  currency  resulting  from  the 
embargo  without  suffering  adverse  consequences  In  Import  levels  and 
other  government  expenditures.  In  contrast  to  Kuwait's  31  months  of 
import  coverage,  lraq  had  only  a month  and  a half,  Libya  $,  and  Saudi 
Arabia  8. 

*Sam  Shurr  and  Paul  Homan,  Middle  Eastern  Oil  and  the  Western  World 
(New  York:  American  Elsevier  Publishing  Cotnpany,  Inc.,  I97D,  PP-  97-110. 


! 


59 


HI  -2239-RR 


Table  2.8 
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As  the  limited  embargo  continued,  it  became  evident  that  the  Arab 
states  were  the  chief  sufferers.  The  precipitous  Arab  action  ccst  Saudi 
Arabia  $30,264,900  for  the  twenty-four  days  of  June  far,  annual  loss  rate 
or  $122,600,000  ).  Kuwait  stood  to  lose  some  il  million  per  day  or 
$195,000,000  annual ly  in  oil  revenue.**  It  Is  not  surprising,  then, 
thut  at  no  time  was  Europe  even  remotely  threatened  by  economic  catas- 
trophe. The  "reinforced"  oil  weapon,  as  the  Arabs  soon  learned,  was 
a body  blow  to  their  economy: 

^ *!;ev  dj*coVered  within  a few  days,  none  of  them 
had  the  financial  reserves  to  carry  on  without  the  aid 
of  revenue  from  the  colonies.  Saudi  Arabia  was  the  first 
to  feel  the  pinch  acutely;  one  June  12,  less  than  a week 
after  the  declaration  of  the  boycott.  King  Faisal  was  In- 
formed by  hls  finance  minister  that  there  was  no  more 

money  In  the  till,  and  that  for  once  Aramco  was  unable 
to  help."**” 

Consequently,  Ahmed  Zakl  Yamani,  the  Saudi  Oil  Minister,  proposed 
that  ARAMCO  be  told  to  restart  operations,  with  the  proviso  that  all  oil 
be  withheld  from  the  ambiguously  defined  "aggressor  states."  He  reasoned 
that  this  strategy  would  pay  lip  service  to  Arab  antipathies  while  doing 
the  least  damage  to  the  country's  economy.  The  lifting  of  the  general 
boycott  on  these  terms  was  announced  on  June  13,  but  It  was  not  until 
the  end  of  the  month  that  normal  shipments  were  resumed  by  ARAMCO: 

Kuwait  followed  suit.  Thus,  the  loss  of  revenue  caused  by  the  temporary 
Imposition  of  the  oil  embargo  had  adverse  effects  on  all  Arab  national 
budgets,  and  several  Arab  nations  found  It  necessary  either  to  revise 
or  postpone  development  programs. 

* ' — — 

Middle  East  Cconomlc  Survey.  July  )k,  1967. 

ft* 

MEES,  August  k,  1 967. 

*** 

Mosley,  p.  399. 
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The  1967  Arab  oil  action  had  even  more  lasting  and  self-defeating 
resuits.  The  closure  of  the  Suez  Canal,  for  instance,  deprived  Egypt 
of  about  $250  million  in  hard  currency  fees  annually.  To  offset  this 
financial  loss,  Saudi  Arabia,  Libya,  and  Kuwait  agreed  to  make  regular 
contributions  to  Egypt.  The  flow  of  iraqi  oil  was  resumed  In  late  June, 
with  rather  restrictive  limitations,  and  Libya  on  July  i»,  also  with 
restrictions.  In  mid-September,  Saudi  Arabia  authorized  the  reopening 
Of  Tapi ine,  and,  by  this  time,  substantially  all  of  the  restrictions 
on  destinations  and  flags  were  removed.  Arab  oil  exports  returned  to 
normai  after  the  decision  to  lift  all  embargoes  was  made  at  the  Khartoum 
Conference  early  In  September.  But  the  Suez  Canal  remained  closed. 

The  remaining  transport  stoppage  required  a search  for  supplies  as 
close  as  possible  to  the  major  consuming  centers  and  the  Initiation  of 
efforts  to  supply  all  markets  via  the  shortest  possible  tanker  hauls. 

The  steps  taken  to  improve  transportation  efficiency  Included  primarily 
the  elimination  of  shipments  from  the  Eastern  Hemisphere  to  the  U.S.  and 
Canada,  diverting  these  to  Europe,  and  utilizing  crude  oil  from  the  U.S. 
Gulf  Coast  end  South  America  to  supply  both  Europe  and  Norih  America. 
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Jgj\e  2.10 

ACTUAL  AND  ESTIMATED  ADDITIONAL*  SHIPMENTS  OF  CRUDE  OIL 
FROM  THE  U.S.  GULF  COAST,  BY  DESTINATION,  JUNE-DECEMBER  1967 

(BARRELS) 


Oaitinanon 

Jun* 

July 

Aufult 

Sipttmbir 

Octobar 

Novambar 

Dactmbar1 

U.S  Ea«t  Com 
Canada  £a«t  Coil! 

Eu'OPi 

Virgin  liltndi  

2,944  000 
519.623 
1 954  642 

5.799  000 
1,966  414 
6,117,397 

7.963,000 

691.419 

8,2:0,253 

126,752 

6,135,000 
4i«  433 
4.257.004 
626,279 

3,863,000 

222.000 

3.300  000 

3 050,000 

Tolil 

5.418.465 

13,882.811 

17,001,424 

11,512,716 

4,085  000 

3,300,000 

3,050.000 

1 That  It.  In  addition  to  what  would  hav*  Mon  rigardii  at  normol  ihlpmant*  to  thaaa  d*»tln«tlon». 
1 Eitimitid 


SOURCE:  Department  of  Interior,  Middle  East  Petroleum  Emergency 

of  1967. 


Table  2.15 

ADDITIONAL1  SHIPMENTS  OF  CRUDE  OIL  FROM  THE 
U.S.  GULF  COAST  JUNE-DECEMBER  1967 


Million  barrtli 

TifCint  total 

U.S.  EmI  Coit! 

33.054 

56.7 

Canada  Eaal  Coat!  

3 672 

63 

Europa 

20  771 

35  7 

Virgin  latandi 

0.753 

1.3 

Total 

58.250 

1000 

1 That  in  oddnion  to  «M»at  would  hava  boon  rtgardad  ot  not- 
mol  aiportl  to  ttiaaa  dottlnotloni 


SOURCE:  Department  of  Interior,  Middle 

East  Petroleum  Emergency  of  1967. 


These  sources,  however,  were  not  sufficient  to  meet  the  transporta- 
tion shortage,  and  matters  were  not  helped  by  the  outbreak  of  a civil 
war  In  Nigeria,  which  was  not  dependent  on  the  Suez  Canal  and  was  there- 
fore looked  to  for  additional  supplies  to  Europe.  The  outbreak  of  the 
civil  war  had  effectively  denied  an  average  of  more  than  500, 0J0  barrels 
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dally  to  world  markets.  Consequently,  steps  were  also  taken  to  expand 
the  tanker  fleet.  The  combination  of  low  seasonal  requirements  for 
tankers,  plus  the  reserve  provided  by  tankers  In  specialty  trades, 
facilitated  this  effort--so  much  so  that  within  three  months  Free  World 
tanker  availability  had  been  increased  by  more  than  19  percent.  Although 
the  severe  demands  Inevitably  placed  upon  the  tanker  fleet  caused  rates 
to  increase  rather  sharply,  for  the  most  part  consumers  In  Europe  and 
Japan  were  not  asked  to  bear  the  larger  burden  of  these  higher  tanker 
rates  and  of  the  higher  costs  brouqht  about  by  the  replacement  of  Middle 
East  oil  with  more  expensive  oil  from  the  Western  Hemisphere. 

Not  unlike  the  1957  feat  of  the  "oil  lift  to  Europe,"  the  1967  cil 
balance  did  show  the  recurring  pattern  of  American  supply  assistance  to 
Europe,  as  indicated  in  Table  2.12.  Still,  the  Arabs  learned  how  much 
loyalty  and  solidarity  they  could  expect  from  their  non-Arab  partners; 
at  the  same  time  it  became  clear  that,  without  full  Arab  dominance  over 
OPEC,  the  efficacy  of  the  oil  weapon  was  severely  restricted. 

During  the  emergency  no  major  cut!>  in  supplies  to  customers  took 
place.  Often  the  real  constraint  on  adequate  supply  was  tha  shipping 
shortage  rather  than  a supply  shortage.  Also,  rather  than  dipping  Into 
compulsory  crude  stocks,  European  affiliates  of  the  major  oil  companies 
drew  down  their  Inventories.  Because  of  the  meager  American  import  de- 
pendence or-  Arab  sources  (2.3  percent  of  1968  supply),  the  denial  of 
Arab  oil  had  virtually  no  Impact  on  domestic  supply  levels.  Bui  produc- 
tion was  rapidly  Increased  to  provide  oil  to  offset  denied  Arab  deliveries. 
By  August,  production  had  been  raised  over  May  levels  by  about  1 mill 'on 
barrels  daily.  Clearly,  such  shut-in  productive  capacity  offered  the 
best  means  to  respond  under  emergency  conditions. 
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Table  2.12 

ESTIMATED  IMPORTS  OF  CRUOE  OIL  AND  PETROLEUM  PRODUCTS 
BY  WESTERN  EUROPE,  1 9<i7 


Origin 


Wftttrn  Mimitphf  f t 


U.S  A. 

Cat  bb**f 
Other  . 


liftoff  Afftyliffl  «v*> 


l(houl*nd  hirrflt 
dJilyl 


lixront 

tot*u 


Alter  AriOlirwIi  war 


llhouwnd  barrel 
duly  I 


Totel 

Cei tern  Memi»i)*iere 


North  Alnc* 
Wfit  Alr.te 
’Middle  Cett 
Soviet  Pioc 
Oth« 


Totel 


Orend  totel 


50.0 
7000 

100 

7800 

i 

I , 

3. 315  0 
503  0 
1 4.960  0 

750.0 

| 050 

8.583.0 

I * 9,303.0 


0.6 

7.5 

0.3 

8.3 


34  7 

54 

53.0 

I 80 

| 0.6 

r -- 

i ... 

I 100.0 


Iprrcunt 

loin) 


165.0  | 1 8 

6100  89 

36.0  0.3 

. Ml  A 


Totel  1967 


(thoutend  berreli 
doily) 


1.001.0 


110 


118  0 
7650 
360 


91  0 


3.470.0 
63.0 
1 4,670.0 
900  0 
31  o 

8.133  0 

‘9,1330 


37  1 
0.7 
51.3 
9.9 

0.1 

P9.0 

100.0 


3.403.0 

253.0 

4.789.0 

633.0 
79.C 


(percent 

totel) 


1 3 
63 
C.3 


9.9 


B.311.0 


’9.333.0 


36.0 
3.6 
51  9 
9.0 
0.4 


90.1 


100.0 


Ail  Areb  oil 

Ol  thit  amount,  700.000  Cerrelt  deiiy  it  Iremen  oil.  the  remainder  it  Arab. 

Ol  thu  amount.  830.000  tienali  daily  it  Iranian  oil  the  remeir.ler  it  Areb. 

Of  thin  amount.  770  000  berreli  dady  n Iranian  oil.  the  remai  uter  it  Areb. 

Of  thit  total.  70.3  percent  16.575.000  harreit  daily)  it  Arab  Oil. 

Of  thu  tola'.  69.3  percent  (G  370.000  barrel!  deilyl  it  Arab  oil. 

Of  thit  total,  69.6  percent  (6  471,000  berreli  doily)  n Arab  oil. 

SOURCE:  Department  of  Interior,  Middle  East  Petroleum  Emergency 

of  1967.  

As  had  occurred  during  the  1956  oil  emergency,  the  multinational 
oil  Industry  manipulated  its  potential  for  worldwide  flexibility  In  oper- 
ations and  sources  of  supply.  The  full  use  of  this  potential  cushioned 
consumers  from  the  Impact  of  the  crisis,  as  the  Industry  drastically 
charged  worldwide  supply,  transport,  and  refining  patterns  to  spread 
and  minimize  the  effects  of  the  crisis.  These  swapping  and  spreading 
activities  were  so  successful  that  ft  no  time  was  there  a need  for  ration- 
ing anywhere.  The  1967  Arab  oil  embargo,  then,  was  an  even  greater 
technical  failure  than  the  1956-57  oil  action.  The  1967  embanks  did  not 


lead  to  any  serious  shortages  and  was  soon  called  off.  The  action  was 

so  poorly  managed  that  no  political  result  could  have  followed. 

The  epilogue  to  the  1967  oil  emergency  came  In  the  Arab  summit 

conference  In  Khartoum.  The  conference  removed  the  selective  embargo 

instituted  against  the  U.S.,  Germany,  and  England,  arqulng  that  the  Arab 

oil  should  be  used  to  strengthen  the  Arab  economies  damaged  by  the  war. 

Earlier,  Saudi  Arabian  Oil  Minister  Yamani  expressed  the  Arabs'  sense 

that  the  embargo  hud  indeed  been  futile  and  questioned  the  wisdom  of  it: 

"...Injudiciously  used,  the  oil  weapon  loses  much  if  not  all 
of  its  Importance  and  effectiveness.  If  we  do  not  use  It 
properly,  we  are  behaving  like  someone  who  fires  a bullet 
into  tne  air,  missing  the  enemy  and  allowing  it  to  rebound 
on  himself."* 

Thus,  In  recognition  of  the  adverse  effects  of  the  activation  of 
the  oil  weapon  on  the  economies  of  the  ol  1 -producing  nations,  especially 
since  it  had  been  triggered  by  Egypt  and  radical  Syria  and  Iraq,  three 
of  the  Arab  oil-exporters,  Saudi  Arabia,  Kuwait,  and  Libya,  decided  in 
January  1968  to  form  an  Organization  of  Arab  Petroleum  Exporting  Coun- 
tries (OAPEC),  designed  to  preclude  any  further  use  of  their  oil  as  a 
political  weapon  by  radical  Arab  states.  The  new  organ i zat ion,  stated 
Yamani , was  essentially  economic  and  commercial  in  nature , whose  objective 
was  "to  maximize  the  benefits  derived  by  Its  members  from  their  natural 
resources."  With  the  second  Arab  oil  offensive  so  devastatingly  defeated, 
, once  again  tranquility  seemed  to  have  been  restored  to  the  Arab  oil  front. 


I 


MEES,  July  21,  1967. 
MEES,  January  12,  1968. 
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Chapter  I I I 

THE  SYSTEM  IN  DISEQUILIBRIUM 


As  the  decade  of  the  1360s  neared  Its  end,  It  became  apparent  that 
the  energy  system  was  rapidly  entering  Into  a revolutionary  period. 
Benjamin  Shwadran,  c.  «-*-ran  student  of  that  system,  summarized  that 
change  as  foi lows : 

"The  rapid  development  in  the  Middle  East  oil  Industry  In  the  last 
five  or  six  years  has  been  dizzying.  Even  as  late  as  1968  the 
concessionaire  companies  maintained  a strong  oil  price  structure; 
they  have  controlled  the  world  oil  markets;  they  reaped  fabulous 
profits;  the  Organization  of  the  Petroleum  Exporting  Countries  put 
in  ar  eight-year  effort  and  failed  to  restore  price  cuts  which  the 
companies  instituted  in  I960  and  1961.  The  companies  held  on 
steadfastly  to  the  50/50  profit-sharing  arrangement,  and  they  re- 
fused the  oil-producing  governments'  requests  even  for  a small  per- 
centage participation  In  company  ownership.  The  companies  were 
dominant  and  powerful  over  the  producing  countries. 

Since  1970  the  process  has  been  completely  reversed.  Price  cuts 
were  restored  and  soared  upward  constantly  and  rapidly;  allowances 
of  different  sorts  were  eliminated;  the  governments'  percentage 
profits  were  raised  to  55  percent  and  royalties  were  expensed.  The 
companies  agreed  to  grant  the  governments  25  percent  ownership  par- 
ticipation which  was  to  be  Increased  to  51  percent  by  January  1,  S982. 
Later  demands  were  made  for  Immediate  51  percent  or  even  100  percent. 
Prices  rose  constantly  through  mutual  agreements,  and  [beginning]  In 
October  were  hiked. . .uni  lateral ly  by  the  producing  countries. .. .The 
producing  countries  have  become  dominant  and  powerful  over  the 
companies."* 

For  Thvadran  the  explanation  for  this  startling  development  lies  In  the 
long  struggle  between  the  producing  countries  and  the  concessionaire  com- 
panies. This  focus  Is  wrong  because  it  Ignores  the  Important  position 
of  the  consuming  countlres.  The  International  power  Interplay  between 
Importers  and  exporters,  within  which  companies  shift  their  positions, 
actually  provides  the  background  for  the  oil  revolution.  From  all 
three  groups,  the  producers,  the  consumers,  and  the  companies,  only 
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one  ,*tt  changed  |,s  pc,,,,  radically  e„ough  „ br,„g  ^ , cr|s|s; 
the  government  of  the  United  States. 

The. Organization  of  Petroleum  Exporting  Countries  and  

The  single  most  Important  dlsequl I Ibrating  event  on  the  energy 
scene  -as  the  emergence  of  the  Organization  of  the  Petroleum  Exporting 
Countries  (OPEC)  as  a relatively  effective  cartel  strong  enough  to  revolu- 
tionize the  price-determination  process.*  Spiraling  prices  became.  In 
turn,  the  catalyst  for  a series  of  developments  which  avalanched  Into  a 
state  of  acute  crisis.  OPEC  -as  formed  In  I960  with  the  declared  objec- 
tive of  arresting  a successive  lowering  of  posted  prices  by  the  oil 
companies.  The  Organization's  original  sobers  were  Iran.  Venezuela. 

Saudi  Arabia,  Kuwait,  and  Iraq,  but  since  then  almost  all  exporting 
countries  have  Joined  the  organization.  Initially,  OPEC  had  various  alms, 
but  as  It  turned  out,  the  cartel  evolved  Into  a negotiating  group  of 
producers  versus  companies,  and  finally  |„to  a body  determining  prices 
unilaterally.  What  started  as  an  attempt  on  the  part  of  exporters  to 
improve  their  bargaining  power  versus  the  oil  companies  culminated  in 

OPEC's  becoming  an  International  organization  with  great  Influence  over 
the  world  oil  market. 

In  Its  early  years  OPEC  was  ignored  by  the  companies  and  Its  effec- 
tiveness was  clearly  minimal.  Only  ten  years  after  Its  foundation  could 
OPEC  claim  to  have  fulfilled  Its  main  ,1m  of  taking  the  power  to  determine 
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prices  away  from  the  companies.  The  Teheran  and  Tripoli  agreements  of 
1971  marked  a revolution  of  the  system.  The  market  has  never  actually 
turned  from  a "buyer's"  into  a "seller's"  market  In  real  economic  terms. 

But  1971  was  the  year  when  sellers  exercised  their  full  power  of  negotia- 
tion with  the  oil  companies,  while  the  latter,  having  lost  the  backing 
of  the  U.S.,  were  exposed  as  lacking  the  leverage  to  offset  the  effects 
of  this  reversal  in  power  relationships. 

A combination  of  events  which  occurred  In  1970  facilitated  this 
process,  their  effect  being,  however,  circumstantial  more  than  causal: 
mainly,  the  unexpectedly  rapid  Increase  In  European  demand,  the  "accidental" 
closure  of  Tapline  by  a Syrian  bulldozer,  and  enforced  production  cutbacks 
on  Libya  which  were  used  against  vulnerable  Independent  oil  companies  as 
a lever  for  higher  prices.  Ail  these  events  served  OPEC  purposes  by 
creating  a tight  supply  situation.  Consequently,  demands  for  higher 
prices  were  mao'c1  first  by  Libya,  followed  by  all  the  other  exporters. 

The  creation  of  a shortage  atmosphere,  as  was  even  more  glaringly  obvious 
In  1973,  was  an  absolute  requisite  for  the  producers'  challenge  to  the 
price  structure,  and  consequently  to  the  patterns  of  Interdependencies 
as  they  prevailed  until  then.  The  Tapline  shutdown,  lasting  for  eight 

months,  denied  Western  Europe  some  1*70,000  barrels  per  day.  The  Libyan 

cutback  caused  a loss  of  another  800,000  barrels  dally  of  short-haul 
crude  to  European  markets.  Consequently,  a tanker  shortage  due  to 
increased  transport  distances  was  created.  Although  none  of  this  affected 
the  cost  of  extracting  oil  from  the  ground,  prices  rose  as  if  It  were 

scarce.  In  retrospect,  the  1970-71  events  seem  a prelude  to  the  big 

1973  offensive,  but  that  was  still  to  come.  Meanwhile  there  came  the 
disastrous  Teheran  meeting  In  1971. 
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the  Teheran  meeting  a company  delegation  led  by  British  Petroleum 
reached  an  agreement  with  the  Persian  Gulf  countries,  which  gave  pro- 
pers a 33  cent  rise  In  posted  price,,  plus  provisions  for  future  price 
increases.  In  return,  the  companies  were  given  a guarantee  tha,  there 
-u,d  be  no  further  Calms,  teter.  In  a meeting  Tripoli,  even  better 

lerms  were  concluded  for  producers.  The  two  1,7,  agreements 

>0.1  prices  skyrocketing  at  a rate  unprecedented  In  the  history  of 

international  trade.  This  watershed  was  to  produce  a crisis  of  global 
proportions. 


The  liberal  economic  order  erected  and  dominated  by  the  United  States 
since  World  War  II  began  to  break  down  In  the  late  slkties  and  early 
seventies.  American  Involvement  in  Vietnam  and  growing  economic  tensions 
among  OECD  countries  reduced  Amer lea ' s abl I I ,y  to  continue  to  sustain  an 
economic  order  which  was  contrary  to  the  nationalistic  tendencies  of  most 
other  nations.  The  energy  system,  which  had  been  effectively  cushioned 
against  such  effects,  became  at  that  time  more  exposed  to  governmental 
intervention,  mostly  at  the  production  stage.  The  economic-strategic 
environment  further  aggravated  these  processes  of  disintegration  from  within. 
The  explosion  of  the  Arab-israell  conflict  In  1,6?  was  paralleled  by  grow- 
ing Western  dependence  on  Ar.b  oil.  This  created  a dangerous  spatial  and 
temporal  proximity  of  issue-areas,  which  the  Arabs  were  later  effectively 
to  link  as  diplomatic  leverage  in  ,„e  form  of  the  oil  weapon.  Inflation 
in  the  Western  world  aggravated  matters  since  It  raised  the  price  of 
goods  Imported  by  ol i-export log  countries;  furthermore,  the  sorry  state 
of  the  International  monetary  system  made  It  dlffucult  for  exporters  to 
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find  safe  savings  outlets.  In  short,  the  deterioration  of  one  interde- 
pendent system,  such  as  the  monetary  one,  advers*ly  affected  related 
systems.  The  multilateral  system  had  to  cope  vlth  a far  less  hospitable 
world  environment  than  before. 

To  be  sure,  the  system  had  survived  past  periods  of  external  pressure. 
The  difference  was  that  In  the  early  1970s  the  system  also  began  to  crumble 
from  within.  The  delicate  balances  that  characterized  its  Internal  struc- 
ture were  altered;  as  the  system  grew  less  stable,  the  greater  became  the 
strains  that  its  presumed  Interdependence  was  called  upon  to  withstand. 

To  understand  this  changing  balance  of  oil  power,  It  is  necessary  to  ex- 
amine the  evolutior  of  the  position  of  the  oil  producers  and  to  analyze 
developments  in  the  situation  in  which  major  consumer  nations  found  them- 
selves. The  interdependence  between  these  two  groups  was,  after  all, 
the  heart  of  the  system. 

The  basic  sources  from  which  the  security  of  consumer  relationships 
with  the  Arab  oil  producers  depended  were  first,  the  oil  companies  and 
second,  traditional  Western  influence.  But  this  Influence,  which  guided 
the  producing  states  into  a world  economy  working  in  favor  of  the 
Industrialized  countries,  faded  among  Arab  states  for  domestic  and 
external  reasons.  Key  developments  were  the  growth  of  Arab  nationalism 
and  the  Increased  Influence  of  the  Soviet  Union  as  an  alternative  ally  to 
the  U.S.,  whose  support  for  Israel  deeply  antagonized  Arab  leaders  and 
masses  alike.  Iraq,  and  later  Libya,  best  Illustrate  the  progressive 
erosion  of  Western  influence;  however,  even  the  conservative  Persian  Gulf 
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producers  had  to  take  into  consideration  the  ascendancy  of  nationalist 

ft 

and  anti-Western  sentiments  among  their  own  citizenry. 

Despite  the  theoretical  legal  control  over  foreign  enterprises  with- 
in their  boundaries  which  host  countries  had  traditionally  exercised,  they 
were  generally  stymied  in  their  efforts  to  improve  the  benefits  accruing 
to  them  from  oil  production  by  the  major  companies.  Relying  on  political 
support  from  their  home  countries,  these  companies  had  usually  been 
decisive  in  setting  the  price  and  the  level  of  output  of  crude  oil.  The 
de  facto  reversal  of  Iranian  acts  of  nationalization  under  Mossadegh  in 
1951-53  was  a dramatic  example  of  consumer/corporate  power.  Iraq  was 
more  succecsf,<l  in  achieving  the  nationalization  of  the  Iraq  Petroleum 
Company.  But  this  occurred  only  in  1972  after  a protracted  struggle 
which  began  with  the  expropriation  in  1961  of  almost  all  the  land  con- 
ceded to  I.P.C.;  this  depressed  Iraqi  oil  revenues  intended  for  develop- 
ment projects  throughout  the  decade  and  substantially  reduced  her  share 
of  the  market. 

Some  producers  such  as  Iran  and  Iraq  pressed  for  higher  levels  of 
output  In  order  to  Increase  their  revenues,  but  the  companies  preferred 
to  maximize  their  profits  through  a common  price  structure  which  avoided 
oversupply  and  exploited  the  cheapest  production-transport  areas.  The 
industrialized  countries  were  thus  assured  of  cheap  energy  supplies  to 
support  the  rapid  expansion  of  their  economies.  The  home  countries  of 
the  major  companies  also  benefited  from  substantial  profits  remitted  by 


*Documentat Ion  of  these  processes  can  be  found  In  David  Hirst's  01 1 
and  Public  Opinion  In  the  Middle  East  (New  York:  Frederick  A.  Praeger7l966) . 
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these  companies.  The  majors  managed  this  system  quite  successfully  until 
the  present  decade. 

The  gradual  erosion  of  Western  political  influence  in  the  oil-produc- 
ing countries  of  course  reduced  thr;  security  of  the  oil  companies.  This 
erosion  was  increasingly  limited  by  the  self-interest  of  the  producer 
states.  The  host  countries  stili  needed  the  companies  to  carry  out 
functions  which  only  they  could  fulfill  in  actual  production,  refining, 
and  marketing.  New  companies,  including  the  American  "independents"  and 
the  "nationals"  (e.g.,  Italy's  ENI,  France's  CFP  and  ERAP  and  Brazil's 
Vtrobas),  appeared  on  the  scene,  and  were  willing  to  accept  terms  more 


favorable  to  producers  in  an  effort  to  break  into  the  oil  market.  From 
1963  to  1969  the  share  of  the  majors  in  the  international  market  (exclud- 
ing the  U.S.  and  the  communist  bloc)  f e 1 1 from  82  percent  to  77  percent; 

I 

the  independents'  share  climbed  from  9 percent  to  14  percent  and  that  of 
the  nationals  increased  from  9 percent  tc  10  percent.  The  refining  sector 
experienced  a similar  trend.* 

With  large  *;id  rapidly  growing  supplies  «t  their  disposal  during  the 
I950's,  the  major  oii  companies  seemed  to  have  entered  into  a period  of 
active  co^pet i t ion.  For  example,  some  of  the  companies  responded  to 
competition  for  rapidly  expanding  their  share  In  the  world  market  by  dis- 
counting posted  prices.  Nevertheless,  despite  signs  of  weakness  in 

market  prices,  the  companies  raised  posted  prices  In  1957.  However,  the 
Imposition  of  the  mandatory  controls  on  U.S.  crude  oil  Imports  In  1959 

* 

The  most  useful  source  of  information  about  world  oii  is  the  annually 
published  Internationa!  Petroleum  Encyclopedia.  The  Petroleum  Publishing 
Co.,  Tulsa  Oklahoma.  The  Chase  Manhattan  Bank's  Energy  Economics  Division 
also  publishes  a yearly  "Annual  Financial  Analysis  of  a Group  of  Petroleum 
Companies." 
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anil  the  introduction  of  small  quantities  of  Soviet  oil  to  the  market 
created  a world  surplus  of  oil  that  indirectly  led  to  the  formation,  of 
OPEC.  Downward  pressures  on  prices  were  so  strong  that  companies  had  to 
choose  between  reducing  posted  prices  or  resigning  themselves  to  seeing 
an  increasing  proportion  of  their  profits  going  to  the  host  governments 
in  taxes.  indeed,  in  1959.  under  pressure  from  the  consuming  governments, 
the  oil  companies  reduced  prices  and  thereby  cut  the  revenues  of  the 
producer  governments.  In  I960  market  pressures  and  prompting  by  the 
European  governments  brought  about  another  lowering  of  posted  prices. 
Threatened  with  revenue  lossu  brought  about  by  a 28  cent  reduction 
posted  prices,  representatives  of  Venezuela,  Iran.  Kuwait,  and  Saudi 

Arabia  met  in  Iraq;  from  this  meeting  grew  OPEC. 

From  I960  on,  the  tax  prices  of  crude  oil  were  no  longer  under  the 

sole  control  of  the  companies.  OPEC  first  succeeded  In  preventing 
further  cuts  In  posted  prices,  even  though  market  prices-due  to  natu.al 
market  forces-cn, Inued  to  fall  throughout  the  decade.  Indeed,  the  main 
objective  of  OPEC  was  to  coordinate  and  verify  the  petroleum  policies  of 
member  countries  and  determine  the  best  means  for  safeguard, ng  their 
interests.  Individually  and  collectively;  and  to  devise  ways  end  means 
of  ensuring  the  stabilization  of  prices  in  International  crude  oil 
markets  with  a view  to  eliminating  harmful  and  unnecessary  fluctuations. 

moving  to-ard  these  objectives.  OPEC  obtained  other  benefits  for  Its 
members,  such  as:  the  acceptance  of  "royalty  expensing"  by  the  companies 

which  had  had  the  effect  of  Increasing  the  producers'  reserves  by  roughly 
half  the  amount  of  royalties;  the  reduction  and  then  elimination  of 
market ing  allowances  for  tax  purposes;  and  the  relinquishment  of  unex- 
plolted  territory  which  made  possible  the  entry  of  new  companies  and  the 
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receipt  of  higher  revenues  and  better  terms  from  them.  For  the  most  part, 
OPEC's  objectives  were  obtained  without  a great  deal  of  difficulty  or 
resistance.  As  Penrose  puts  it,  "the  rhost  governments]  had  a good  case 
which  the  companies  recognized."  The  major  obstacle  to  OPEC's  develop- 
ment, however,  was  not  external  but  internal.  As  an  embryonic  cartel, 
OPEC's  primary  aim  was  to  "stabilize"  prices  primarily  through  the  joint 
regulation  of  production.  From  the  outset,  the  OPEC  strived  to  tighten 
supplies  and  Increase  prices.  For  Mikdashi,  an  economist  close  to  OPEC 
since  Its  establishment,  production  programming  was  essential  to  OPEC's 
effectiveness : 

"The  OPEC  Secretariat  criticized  In  no  uncertain  terms  the  adverse 
Impact  of  free  pricing  on  member  countries.  Free  pricing  In  a 
period  of  surplus  availability,  It  contended,  would  drive  prices 
to  lower  levels.  This  would  hurt  low-cost  producing  countries 
(such  as  those  of  the  Middle  East)  by  depriving  them  of  current 
economic  rent,  to  the  same  extent  It  would  hurt  high-cost  pro- 
ducers (such  as  Venezuela)  by  cutting  down  their  production."* 

The  adoption  of  a full-fledged  cartel  production-programming  through 
quotas  did  not  come  to  fruition,  because  It  was  opposed  by  several  produc- 
ing countries.  Thus,  the  Organization's  relative  weakness  In  its  first 
years  was  more  the  result  of  Internal  divisions,  typical  of  cartel 
formations,  than  of  stronq  resistance  by  the  companies  or  the 
consuming  nations. 

Over  the  years,  membership  In  OPEC  has  bee;>  expanded  to  Include,  in 
addition  to  t tie  founding  five  countries,  the  following  six  countries: 
Qatar,  Libya,  Indonesia,  Abu  Dhabi,  Algeria,  and  Nigeria.  Although  still 
ineffective  as  a producers'  cartel,  OPEC  continued  to  dsvelop  the  broad 
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outlines  of  a common  oil 
Conference  In  June  1968, 
long-term  development  of 


policy  for  its  members.  At  its  Sixteenth 
C^EC  drew  up  a set  of  objectives  to  guide  the 
its  members'  respective  resources.  The  follow- 


ing concepts  were  emphasized: 

- the  principle  expressed  in  a United  Nations  resolution  of 
"the  inalienable  right  of  aii  countries  to  exercise  per- 
manent sovereignty  over  their  natural  resources"; 

- the  desirability  of  direct  exploitation  of  resources  by  agencies 
of  the  producing  countries,  rather  than  by  outside  agencies; 

- the  doctrine  of  "changing  circumstances"  which  is  said  to  justify 
countries  in  demanding  changes  in  the  terms  of  existing  concession 
agreements ; 

- under  the  principle  of  changing  circumstances,  the  right  to  acquire 
a participating  ownership  share  for  governments  under  the  existing 
concession  agreements; 

- the  right  of  governments  to  alter  the  financial  terms  of  agree- 
ments where  companies  are  receiving  "excessively  high  net 
earnings"; 

- the  right  of  governments  to  determine  posted  or  tax  reference 
prices; 

* 

- the  accelerated  relinquishment  of  concession  territory. 

By  1968  progress  was  being  made  towards  some  of  these  goals  in  some 


OPEC  countries,  but  the  companies  were  not  particularly  worried  by  the 
Declaration.  First,  they  could  see  little  indication  that  any  individual 
country  was  in  a position  to  make  sweeping  gains  without  paying  a cost 
which  would  prove  unacceptable  in  the  end.  Second,  the  OPEC  countries 
a*,  a group  did  not  appear  to  possess  the  degree  of  unity  needed  to  enforce 
such  demands.  Third,  only  a year  before,  during  the  Six  Day  War,  an  oil 


For  an  official  account  of  OPEC's  history  and  objectives  see  OPEC  - 
Past  ana  Present  by  Abdul  Amir  Q.  Kubbah  (Vienna.  Pet ro- Economic  Research 
Centre,  197^. 
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sanction  on  the  part  of  certain  OPEC  members  had  failed  miserably,  thus 
further  straining  Internal  cohesion.  Such  conditions,  however,  were  soon 
to  be  reversed.  Little  more  than  four  years  later  all  Middle  £ast  oil- 
exporting countries  would  be  In  a position  to  attain  the  Declaration's 
objectives.  The  crucial  question,  then,  Is  what  causeo  the  reversal? 

Since  Its  founding,  OPEC  had  been  considered  a timid  alliance  of  con- 
servative states.  As  a cartel,  OPEC  could  be  no  stronger  than  its  weakest 
members,  and  its  membership  lncluded--as  it  still  does--some  of  the  most 
fragile  states  in  the  world.  At  the  time  of  OPEC's  founding,  Kuwait  was 
still  a British  protectorate.  Both  Saudi  Arabia  and  Iran  were  widely 
considered  to  be  submissive  clients  of  the  United  States,  and  ail  except 
Iraq  seemed  to  be  effectively  dominated  by  the  production  consortia 
established  on  their  soil.  Even  the  reaitively  independent  Iraqis  care- 
fully tempered  their  rebellious  behavior  and,  as  mentioned  above, 
refrained  from  nationalizing  the  Iraq  Petroleum  Company  until  1972.  The 
constraints  on  Iraq  were  as  much  technical  (i.e.,  production  expertise) 
as  political;  in  any  case,  Iraqi  dependence  on  the  West  persisted  until 
recent  years.  OPEC  owed  its  survival  to  weakness  of  open  opposition  to 
it  and  some  private  support  from  some  major  companies  who  saw  In  OPEC  a 
"decisive  weapon  In  their  fight  to  keep  prices  high  In  the  face  of  aggres- 
sive competition  from  the  'independents,'  and  the  nat ional s. . .and  the 
Soviets." 

In  the  view  of  both  producing  countries  and  the  oil  companies,  OPEC 
achieved  the  modest  success  during  the  1960s  of  avoiding  the  further 
erosion  of  oil  prices.  Meanwhil*.  the  Shah  of  Iran  was  pursuing  a 


nationalist  strategy  to  Increase  his  country's  position  by  a persistent 
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attempt  to  achieve  a quantum  jump  in  his  oil  revenues.  Walter  lacqueur 
describes  the  Shah's  endeavor*  as  follows: 

"Enqaged  in  a larqe-scale  p^^^t°feJpans?in  of^is^army/pol  Ice 
reform  with  a prudently  cress  the  Iranian  consortium  for 

repressive  base,  the  Shah  beg  tax  revenues.  But 

a rapid  Increase  In  output  anc ! henc  ^ o|,  ^.nt  that  the  part  - 

the  interlocking  ownetship  st  incentive  to  lift  more  oil  there 

ners  In  the  Iranian  consortium  had  leading  company 

at  the  expense  of  growth  ^ to  40  percent,  was 

in  Iran,  B.P.,  whose  share  of  thejutput  amou  ^ ^ ,t  preferred 

already  'long'  on  crude  an  share  was  50  percent,  or  In 

to  'offtake'  more  in  Kuwait  whe  e 5 ?h" where  !f| 

Abu  Dhabi  where  Us  .h»r*  was  only  23-75  percent , } ^ jn  a 

profit  per  barrel  was  also  high  . 0*tput  was  only  6 percent 

similar  position.  Its  share  ' liftings  in  Saudi  Arabia,  and 

while  It  had  30  P--tofr;n  C°h1dM  not  take  their  full  share 
ARAMCO  rules  penalized  partne.s  wno 

of  a production  Increase. 

After  toying  with  a„  ■econoe.lc’  solotlo^.^^.^ 

Shah  tried  the  political  ^j1 \ nft  much  more  oli  at  a rapid 
unless  the  consortium  agreed  to  skillfully  diffused 

and  specified  -ate.  At  5 (whose  own  production  growth 

opposition  ^ °^rrtai  led)  by  propounding  a new  criterion,  based 
would  thereby  be  curta  edj  oy  P nta,  needs  and,  more 

« :--ssr/.:=  - «VT‘ 

that  followed  all  the  way  to  exp  P ( , t0  be  conciliatory; 

^,?r;r^n«nl’!rUw!l lingoes,  to  help  Iran  If  the  con- 
sortium  should  show  a fight. 

Although  the  Shah',  ,uec«.  >"  forcing  Increased  output  demonstrated 
the  political  strength  of  the  producer  states,  by  now  OPEC  members 
general ly  belleyed.  along  with  the  majors,  that  they  should  maximite  prof- 
US  per  barrel,  rather  than  total  revenue  through  expanded  total  produc- 
tion. The  oil  price  Increases  In  the  final  guarter  of  1970  Indicated  ^ 

A prolific  commentator  on  dd'e  'rhetHiddl eP 

to  superpower  polltlcst  see  Walter  ac  ^ d House,  I9?M  . and  especially 

-»•  '»«»• 
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that,  given  the  “sellers'  market the  producers  could  actually  increase 
their  revenue  by  judicious  cuts  in  production.  This  discovery  finally 
transformed  OPEC  Into  a highly  effective  cartel  Thus,  much  of  the 
ensuing  success  of  the  oil  producers  derives  not  from  subtle  diplomacy  or 
a new  master  strategy,  but  reflects  Instead  a growing  awareness  of  the 

5 1 rue  ure  of  the  oil  market  and  an  absence  of  such  awareness  on  the  part 
of  the  U.S.  Government. 

OPEC  was  transformed  from  a weak  coalition  Into  a powerful  cartel  by 
a combination  of  favorable  clrcumstarces  and  Judicious  tactics.  Paradox- 
ically, the  major  source  of  weakness  In  OPEC- 1 nternal  division  among  the 
member  nations-was  also  the  origin  of  tactical  successes  when  directed 

against  the  companies.  Thus,  perhaps  the  most  potent  force  available  to 
OPEC  has  been  that  of  resource  nationalism  as  manifested  in  the  processes 
of  expropriation  and  nationalization.  Although  nationalist  tendencies 
might  have  hindered  an  earlier  emergence  of  a strong  cartel,  they  ce'- 
•■ait'ly  invigorated  the  struggle  of  ’ndlvldual  member  nations  and  thereby 
exacerbated  divisions  4"  >ng  the  companies  and  the  consuming  nat ions— ar.d 
ultimately  spearheaded  the  rise  of  the  whole  cartel  group. 

I 

Libya  was  the  first  OPEC  member  to  demonstrate  such  keen  .iatlonai istic 
tactics.  Like  other  produc.’nq  nations,  Libya  was  pushing  for  higher 
posted  prices  throughout  the  1960s.  But  by  the  late  1960s  Libya  acquired 
two  strategic  advantages  vis-a-vis  the  corcess ional re  companies.  First, 
the  closure  of  the  Suez  Canal  in  June  1967,  and  the  iharp  Increase  In 
freight  •'ates  that  followed,  strengthened  Libya's  bargaining  position,  he, 
proximity  to  Europe  gave  her  an  increased  advantage  over  sellers  from  the 
Persian  Cu’f.  Second,  quite  a few  companies  operating  In  Libya  were 

I 1 
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American  Independents.  - y were  much  more  vulnerable  to  pressure  from 
host  countries  because  they  lacked  the  global  flexibility  that  the  majors 
enjoyed.  In  particular,  by  1969  Occidental  Oil  became  the  largest  single 
producer  In  Libya,  accounting  for  one-fifth  of  her  exports  In  that  year. 
For  Occidental,  the  retention  of  Libyan  oil  was  indispensable. 

The  structure  of  the  oil  Industry  had  tempered  tendencies  toward 
nationalization  in  the  past.  First,  the  majors  were  fully  integrated  from 
production  through  marketing.  Second,  nationalization  of  th>*  production 
stage  would  have  increased  rather  than  decreased  producers'  dependence  on 
the  majors  for  transport  and  market inr  Third,  the  potential  surplus  of 
oil  prevailing  in  the  market  since  the  late  1 9^*0s  deterred  producers  from 

trying  to  nationalize  for  fear  of  being  faced  with  the  need  to  sell  at 
rather  low  prices.  But  with  the  entrance  of  the  independents  Into  the 
Picture,  the  oil  industry's  Achilles  heel  became  exposed.  Mistrusted  by 
the  majors  and  lacking  the  flexibility  provided  by  full  integration  and 
global  spread,  the  independents  offered  a tempting  target. 

In  September  1^69  came  the  military  coup  in  Libya.  With  the  coup,  a 

policy  began  to  emerge  of  appeasing  the  radical  nationalists  who  came  to 
power.  To  quote  the  Church  Report: 

“ S-  Embassy  In  Tripoli  had  not 
c°uP----Ebe  U.S.  Government  believed 
th*  Qa^af'  re2'me  had  3 flrB»  domestic  political  base  and 

?*il9'ou*  cfervor  and  itron9  nationalist  bent  were  com- 
'nves!iLWr  h ^ U'S;  °b^eCtlve  of  maintaining  a secure  American 

'?  L,bya-  " therefore  ^quiesced  to  the 
demand  of  the  Libyan  Government  for  the  closing  of  Wheelus  Air 

ofr|969iSe|nn|q70S'  h"itary  PerSOn"el  were  removed  by  the  end 
or  1969.  In  1970,  when  opponents  of  the  Qaddafi  regime  sought 

organ  ze...the  U.S.  Embassy  learned  of  the  move  and  so 
informed  the  Libyan  Government.1'* 

nn  ttee  on  Multinational  Corporations,  Report  on  "Multinational 

Oil  Corporations  and  U.S.  Foreign  Policy,"  p.  ’21. 
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as  the  Libyan  challenge  expressed  a successful  policy,  the 
official  American  and  corporate  reaction  exposed  the  failure  of  a policy. 
This  failure  combined  the  following  general  attributes  of  U.S.  policy 
toward  the  oil  producers:  nalvet^  about  the  dynamics  of  Arab  nationalism, 

a sense  that  accommodation  would  pacify  the  challengers,  and  total 
unawareness  of  the  greater  challenge  as  i,  was  acquiring  momentum. 

When  the  Libyan  Government  became  concerned  in  1968  that  the  rate  at 
which  some  companies,  notably  Occidental,  were  depleting  oil  reser.es,  i, 
promptly  Imposed  curbs  on  production.  Thus,  although  OPEC's  objective  of 
A Joint  rationing  of  supply  still  was  not  real  Iced,  Libya  became  the 
second  country  (after  Venezuela)  to  restrict  output  voluntarily.  The 
squeeze  was  bound  to  be  fe„  Europe,  Nigerian  output  was  still  limited 
due  to  the  1967-68  civil  war,  and  Tapline,  which  connected  Saudi  Arabia 
with  the  Mediterranean,  was  sabotaged  in  ,970.  Meanwhile,  Libyan  produc- 
tion had  increased  to  the  point  where  I,  was  supplying  .bout  25  percent 
of  European  demand,  which  was  Increasing  at  an  unexpected  rate.  The  new 
".M  I, an,  regime  in  Libya  quickly  took  advantage  of  this  opportunity  by 
focusing  -essure  on  Occidental.  The  Libyan  strat.g,  was  clear:  the  en- 

forced production  cutbacks  were  used  as  a level  ,o  extract  higher  prices 
from  the  vuinerzble  Independents.  By  1970,  Libya  required  the  companies 
operating  within  her  boundaries  to  accept:  I)  further  output  reductions 

2)  a '"9.  increase  In  the  posted  price  of  Libyan 

crude;  and  3)  a revised  tax  structure.  The  negotiation,  that  ensued 
centered  around  posted  prices.  The  significance  of  tne  negotiation, 
derived  from  the  realization  on  , par,  of  ,h.  companies  that  a major 
Libyan  posted  price  Increase  could  "leap  frog"  Into  the  Persian  Culf 
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COUntri'S-  T^ere  was  also  the  additional  risk  that  Lib 

...  . lhat  L'bya  would  then  seek 

° eaP  ' ahead  of  more  politically 

, »">'c.iiy«ervati,eMf[r<liluceriasi 

Urt  " demons  trot  Ion  of  I ,s  revo, u, ionary  Th  , ,k 

•ions  thus  were  of  critical  ■ Uk»*»  "'*>•  ,a- 

' ,mpor'-ce  to  the  entire  s, rue, ore  of  |„,.r. 

national  oil  pricing. 

firS'  "OP’  “'"e-- one,  Heentsre.se  th. 
equivalent  of  a 20  percent  Increase  In  postings.*  Libya 's  strata,  was 

° P ^ °ff  'he  ™J°"  ;9alnS'  th'  "’d'POh«on,s;  specif, cal.y,  E)(xon 
against  Occidental.  Exxon's  „ 

variable  II  cents  —0  ,0  cents  and  a 

' y3  th!"  ••>»•  Exxon  make  the  2I  cents  . 

fixed  portion  and  add  a varlat.i*.  r • . 

variable  fre.ght  ele.cn,;  bu,  before  reaching 

an  agreement , Libya  broke  off  negotiations  wl,h  Exxon  a 

th  E^xon  and  concentrated 

* m°re  vtJ'nerable  Occidental.  The  latter  com 

for  he.n  • s Mny  tUrned  Exxon 

help  with  supplies,  bu,  'xxon  rejected  the  re 
Occidental  capitulated  b Eonseguently. 

agreeing  to  provide  Libya  with  a fixed  posted 
Price  increase  of  30  cents  ni 

f „ , ’ P " ^ additio^>  2 cents  per  year  over  the 

following  5 years.  The  tax  structure  was  also  h 

. e was  aiso  changed  by  increasing 

the  income  tax  rate  from  50  tn  CR 

?u  to  5o  percent.  Th*  cn/cn 

ARAMrn  1 w . 50/50  a9reement  which 

E0  introduced  ,n  ,950  had  been  ,hep,„,r  of  the  period  of  price 

of  ,hl  PP  Y Jtab"'ty’  the  Ubya"  ach,evement  was  hardly  the  end 

this  I,  certainly  was  ,h,  beginning  of  the  end. 

The  most  distressing  aspect  of  the  critical  Libyan  episode  Is  the 

°f  thC  U’S'  COV'rnm'"'-  Th'  Dapa"™'"‘  or  State  considered  ,h. 

gravity  and  «,un , ry « t i V6S?r«  1 
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original  Libyan  demands  for  a 44  cent  increase  in  the  posted  price  reason- 
able and  the  companies'  position  unwarranted.  As  James  Akins  expressed 
it,  "It  was  also  to  our  interest,  I thought,  that  the  companies  have  a 
reasonable  working  relationship  with  the  Libyans  and  with  other  producers. 
If  the  Libyans  concluded  they  were  being  cheated,  this  I thought 

guaranteed  a breakdown  in  relations  with  the  companies  and  all  sorts  of 

* 

subsequent  problems."  This  State  Department  line  of  total  appeasement 
spilied  over  into  the  oil  question.  Several  of  the  major  oil  companies 
argued  in  favor  of  a tougher  stand.  Oil  executives  and  oil  economists 
alike  felt  that  the  U.S.  could  easily  have  convinced  the  oil  companies  to 
work  out  an  insurance  scheme  whereby,  if  any  single  company  was  forceu  to 
shut  down  (as  Occidental  was),  it  would  be  supplied  with  crude  oil  from 
other  sources  at  tax-plus-cost  by  other  companies.  At  worst,  the  event 
called  for  a repetition  of  the  strategy  used  during  the  Iranian  crisis.** 
But  the  State  Department  was  determined  to  appease  rather  than  resist  the 
challenge.  Following  the  Libyan  agreement,  the  major  and  independent  oil 
companies  met  in  Washington  to  discuss  bargaining  strategies  with  Libya. 
The  Church  report  has  an  account  of  that  meeting: 


Testifying  before  the  Church  Subcommittee  in  1974.  See  Volume  5 of 
the  Church  hearings,  pp.  1-28.  For  a fuller  explanation  of  Mr.  Akins' 
view  of  this  crucial  episode  see  "The  Oil  Crisis:  This  Time  the  Wolf  is 

Here,"  Foreign  Affairs.  April  1973. 

*A 

Resisting  Mossadegh's  nat ionai izat Ion  of  Anglo- I ranian  called  for  a 
strategy  which  combined  tough  diplomatic  bargaining,  a boycott  of  Iranian 
oil,  and  even  the  participation  of  the  CIA.  Despite  the  fact  that  American 
involvement  in  Korea  received  most  of  the  attention  and  enemv  at  the 
time,  the  strategy  worked  then,  and  it  could  have  worked  again.  For 
accounts  of  the  Iranian  crisis  see  Chapter  5,  in  Klebanoff's  Middle  East 
Oil  and  U.S.  Foreign  Pul  icy  and  Chapters  15  and  16  !r.  1 aonardMos ley's 
Power  Play  (New  York:  Random  House,  1973). 
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Sir  David  Barran,  then  Chief  Executive  Officer  of  Sheli,  urged 
that  'the  dangers  to  our  own  and  the  consumers'  interests  i ay  much 
more  in  yielding  than  in  resisting  the  demands  then  being  made 
upon  us.... our  conclusion  was  that  sooner  or  iater  we,  both  oil 
company  and  consumer,  would  have  to  face  an  avalanche  of  escalat" 
ing  demands  from  the  producer  governments  and  that  we  should  at 
least  try  to  stem  the  avalanche.'  Barran,  however,  was  'left 
with  the  impression  that  the  U.S.  Government  officials  were  not 
at  all  convinced  by  it.'" 

This  was  a prophetic  statement;  but  the  State  Department  was  adamant. 
Under-Secretary  Johnson  offered  iittie  hope  for  help  from  the  U.S.;  the 
U.S.  had  iittie  or  no  influence  with  the  Libyan  government  and  the  U.S. 
Government,  he  argued,  would  be  "ineffective  at  best."  That  strategy  of 
preemptive  surrender  had  its  consequences.  With  no  prospect  of  U.S. 
Government  support,  companies  which  had  not  already  reached  a settlement 
with  the  Libyans  swiftly  did  so.  Before  the  year  was  over,  virtually  all 
the  companies  agreed  to  large  Increases  in  the  posted  price  and  a further 
rise  in  income  tax  rate  from  50  to  55  percent. 

Libya's  example,  following  the  crusade  of  the  Shah  of  Iran,  inspired 
a series  of  negotiations  for  better  terms  for  Persian  Gulf  and  Mediterranean 
producers.  Walter  Lacqueur  points  out  that  "from  Italy  to  Japan  the 
irresolution  and  disarray  r,f  the  consumer  nations  were  made  very  evident. 
That  the  Libyans  went  on  to. ..raise  taxes  (repeatedly),  and  finally 
to  expropriate  BP  (in  1972)  and  its  U.S.  'Independent'  partner,  Hunt  (in 
1973)  surprised  no  one." 

The  most  outspoken  critic  of  Washington's  new  submissive  policy  was 

M.A.  Adel  man.  Quoting  the  Shah,  who  as  late  as  i 972  said  that, 

"If  the  oil  producing  countries  suffer  even  the  slightest 
defeat,  it  would  be  the  death-knell  for  OPEC,  and  from  then 
on  the  countries  would  no  longer  have  the  courage  to  get 
together ," 


Report  of  the  Subcom.'  1 ttee  on  Multination  corporations,  p.  125. 
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Adelman  accused  the  State  Department  of  blundering  grievously  when  It  took 
a position  supporting  OPEC's  demands.  Resistance  to  the  OPEC  demands  could 
have  shattered  the  nascent  cartel,  argued  Adelman.  Instead, 

The  United  States  convened  a meeting  In  Paris  of  the  OECD 

nations  on  January  20  [1971] American  representat  Ives  and 

the  oil  companies  assured  the  other  governments  that  if  they 
offered  no  resistance  to  higher  oil  prices  they  could  at  least 
count  on  five  years'  secure  supply  at  stable  or  only  slightly 
rising  prices."” 

Th-s,  concludes  Adelman,  was  an  advance  capitulation.  The  OPEC  nations 
received  a signal  to  go  full  speed  ahead  because  there  would  be  no  American 
(or  other)  resistance. 

Meanwhile,  however,  there  came  a precarious  and  short-lived  stand- 
still In  Teheran  and  Tripoli  in  1971.  The  Teheran  agreement  reflected 
drastic  shifts  In  the  bargaining  positions  of  companies  and  host  countries. 
Although  the  majors  joined  forces  to  negotiate  as  a group,  for  the  first 
time  they  perceived  no  option  besides  yielding  fully  to  the  producers  • 
conditions  In  return  for  "a  promise  stability"  which  "proved  to  be 
worthless."  In  the  words  of  one  high-ranking  oil  company  official, 

Teheran  turned  the  oil  companies  Into  "tax  collectors  for  OPEC." 

It  should  be  noted  that  the  demands  imposed  by  OPEC  were  less  than 
totally  odious  to  the  oil  companies.  As  far  as  these  were  concerned, 


ah  , m * ^e'y  qU°ted  1972  articie’  "I*  the  Oil  Shortage  Real?"  M.A. 

Jsmes  Ak  1 ns  for  the  mishandling  of  the  Libyan  and  subse- 
? LP:iCe,ne90t,ati0nS  (-orel9n  Pol|cv-  Winter  1972-73).  Although 
r i ,WaS  n0t  accep^ed  at  the  time  by  many,  the  Church  sub- 
comm  ttee  findings  seem  to  vindicate  him  completely.  Adeiman's  bitter 

This  Time  pr°dVced  a ^ep,T  under  the  title,  "The  Oil  Crisis: 

bo  h is  Here,  in  Foreign  Affairs.  1972.  Excerpts  from 

and  n ’ *!  “?  35  * use^I  array  of  pertinent  expert  testimonies 

and  background  mater  a I are  provided  by  the  Senate's  Cormittee  on  Interior 

SesslOT^  l973ffa'rS  " ,tS  011  and  635  imports  issues. 93rd  Cong.,  1st 
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pan icipat ion  was  a much  greater  concern,  often  traded  off  against  price 
concessions.  While  profits  could  be  protected  or  even  enhanced  ty  passing 
the  burden  of  higher  prices  on  to  consumers,  inflated  rates  made  it  econ- 
omically feasible  to  develop  Alaskan  and  North  Sea  crude  oil  reserves. 
American  independent  companies  pressed  for  higher  prices  for  imported  oil 
to  keep  their  domestic  production  competitive;  this  might  help  to  exolain 
the  State  Department's  lenient  attitude  toward  OPFC's  demands. 

Needless  to  say,  the  oil  industry,  even  when  negotiating  on  behalf 
of  their  home  governments  with  their  tacit  approval,  was  in  a totally 
different  position  from  OPEC.  OPEC,  after  all,  was  an  International 
organization  representing  sovereign  states;  the  oil  companies,  on  the 
other  hand,  were  commercial  enterprises,  basically  following  their  own 
seif-interest.  Furthermore,  by  virtue  of  their  buffer  position,  the 
companies  could  spread  the  increased  costs  and  pass  them  onto  consumers. 
Seen  in  this  light,  the  very  confrontation  between  oil  firms  on  one  hand 
and  political  entities  on  the  other  was  loaded  against  the  companies,  and 
ultimately  against  the  consuming  countries.’  1 r.c  acceptance  by  the  latter 


It  was  fashionable  at  one  time  to  see  the  emergence  of  multinational 
firms  with  great  awe  as  entities  which  could  successfully  confront  nation- 
states on  even  terms.  See,  for  example,  Raymond  Vernon's  Sovereignty  at 
ft?y  (New  York:  Basic  Books,  1971).  Thus,  it  was  shown  that  multinationals 
have  larger  sales  volumes  than  the  GNP  of  all  but  fifteen  or  twenty  of  the 
largest  nations.  Such  a comparison,  however,  was  based  on  a wrong  analogy. 
While  sales  is  indeed  a measure  of  corporate  strength  and  GNP  of  national 
economic  strength,  it  is  far  from  clear  that  the  two  could  be  related  in 
any  meaningful  sense.  But  even  if  they  were,  it  should  be  observed  that 
national  power  is  developed  from  an  economic  base  but  cannot  be  equated 
with  it.  It  all  boils  down  to  the  question  of  how  many  troops  Exxon  has. 
Judging  from  the  frequent  rebukes  to  this  most  powerful  of  all  multination- 
als, from  such  pitiful  political  entities  as  Abu  Dhabi,  one  must  conclude 
that  in  the  MNC—host  government  dialogue,  the  latter  has  nothing  to  worry 
about.  Interestingly,  where  MNC's  do  enjoy  prominence  is  vis-a-vis  their 
home  governments.  So  long  as  the  U.S.  backed  the  majors,  they  had  all  the 
troops  needed.  The  removal  of  that  backing  at  a time  when  the  major's  in- 
vestments and  involvement  reached  Its  peak,  left  the  oil  MNC's  all  but  power- 
less. 
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tua  t ton  was  a serious  blunder,  for  which  the  United  States  bears 
the  main  responsibl  i ity. 

At  the  same  ,1m.  iFcwnot  be  denied  the,  staunch  oppositio„ 

OPEC's  conditions  in  Teheran  might  have  damaged  the  companies'  profits  as 
well  as  their  relations  with  host  governments.  Thus,  Teheran  established 
the  OPEC  member  governments  as  potentially  hostile  powers  with  which 
companies  would  have  to  reckon  in  the  future  in  order  to  continue  their 
operations.  A growing  record  of  successes  reinforced  the  producers'  con- 
fidence in  their  ability  to  dictate  ...  prices,  production  leveis,  and, 
eventual  I y , even  political  policies  to  thelr  most  dependent  customers. 

me  attitude  of  the  oil  Importing  countries,  as  reflected  in  the 
position  held  by  the  companies  (bu,  in  fact  developed  In  coordination  with 
their  home  governments),  changed  from  attempting  preserve  the  multl- 
iateral  system,  possibly  through  a line  of  resistance  to  OPEC's  demands, 
to  appeasement  of  OPEC  members.  The  two  attitudes  differ  funded, ally. 

The  former  risks  confrontation  for  the  sake  of  iong-term  stability.  The 
Utter  appears  Incrementally  cheaper  by  deferring  a confrontation,  but 
can  be  even  more  destabilizing  In  the  long  run,  as  demands  escalate. 

This  Is  precisely  what  happened  following  the  Teheran  and  Tripoli 
agreements.  The  agreem  , ,s.  which  were  to  run  until  |9?6,  „ere  greetcd 

m many  quarters  with  a sigh  of  relief  as  heralding  a long  period  of 
“ability.  I,  Is  now  known  that  the  opposite  occurred,  the  usual  fruit 
Of  appeasement.  The  adoption  of  the  line  of  appeasement  was  In  fact  a 
sUnal  that  the  Western  commitment  to  the  stable  multilateral  system  had 
ended.  Thus,  regardless  of  whether  or  no.  the  buyers'  market  was  replaced 
by  a sellers'  market,  a highly  significant  change  had  occurred  in  the 


behaviour  of  the  companies  and  home  governments  alike.  Firm  resistan- 
ce OPEC  challenge  by  a conservative  defense  of  the  status  quo  was  super 
seded  by  a position  designed  to  accommodate  the  revolutionary  force  that 


OPEC  represented 
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Within  weeks  after  th?  agreements,  the  OPEC  countries  began  reneg- 
ing on  their  commitments  and  Imposing  on  the  consuming  countries  a series 
of  endless  "supplementary  agreements."  Each  was  presented  as  a "last 
demand";  the  companies  acquiesced  and  passed  the  costs  along.  Prices 
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have  been  spiraling  ever  since,  as  is  amply  evident  by  the  curve 
depicted  in  Diagram  3*1- 

With  OPEC  price  setting  power  well  established,  many  producers  turned 
their  attention  to  wider  goals  in  1972,  especial''/  greater  participation 
in  the  oil  industry-extraction,  refining,  transportation  and  marketing. 
OPEC  had  stated  as  early  as  1968  thut  the  ultimate  goal  of  members  was 
total  control  over  production.  In  1972,  Sheik  Yamani,  the  Saudi  oil 
minister,  negotiated  2**  percent  ownership  for  Saudi  Arabia  of  ARAMCO,  the 
consortium  of  American  companies  that  operates  the  Saudi  oil  industry. 

This  share  was  supposed  to  rise  to  51  percent  by  1982.  Qatar,  Abu  Dhabi, 
and  Kuwait  achieved  similar  agreements  with  the  companies  they  host. 

(The  Kuwaiti  Assembly  refused  to  ratify  their  agreements  and  demanded 
new  negotiations.)  In  early  in  IS73.  Iran  took  the  major  step  of  vesting 
control  of  all  production  with  its  naii^ai  petroleum  corporation,  leav- 
ing a managing  and  contracting  role  to  the  companies,  which  were,  however, 
granted  a long-term  guarantee  of  a prior  o»tlon  on  supplies. 

While  "price  stability"  was  a common  denominator  of  mutual  interest 
for  ail  oil  exporters,  the  support  mustered  in  OPEC  for  participation  in 
ownership  and  operation  of  the  companies  was  less  uniform.  Each  member 
had  his  own  ideas  of  the  proper  role  for  national  governments  or  national 
corporations  to  play.  Also,  by  i 972  Iran  and  Saudi  Arabia  were  competing 
for  policy  leadership  in  OPEC.  Iran  favored  directing  efforts  toward 
further  price  increases  (and  in  December  1973  succeeded  in  forcing  price 
increases  against  Saudi  Arabian  opposition),  whc.eas  Saudi  Arabia  was  most 
interested  in  increasing  its  "downstream  participation,"  i.e,,  assuming  a 
role  in  the  processing  and  distribution  of  oil  as  well  as  in  pumping  crude. 
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Such  participation  is  double-edged  in  that  it  creates  "hostage  investments 
within  consumer  countries,  thus  increasing  the  possible  costs  to  produ  ers 
of  applyinq  the  sanction  of  expropriation.  Saudi  Arabian  interest  in 
downstream  participation  has  apparently  flagged  for  the  time  being.  In 
fact,  only  Iran,  the  challenger  to  Saudi  Arabian  leadership  in  OPEC,  has 
mads  much  progress  in  this  direction,  by  concluding  a minor  downstream 
participation  agreement  at  the  beginning  of  I971*. 

Numerous  local  participation  agreements  took  place  in  1972. 

Producers  noticed  that  the  share  of  the  oil  which  they  sold  directly 
yielded  higher  revenues  than  could  be  garnered  through  taxes  or  royalties 
on  the  production  of  foreign  oil  companies.  Besides  the  attraction  of 
gaining  revenues  formerly  lost  to  corporate  Profits,  the  interest  of 
producers  ir,  participation  In  the  oil  industry  reflected  both  the  desire 
to  gain  control  over  production  and  serioys  concern  about  long-term 
economic  prospects,  specifically  the  need  for  alternatives  to  crude  oil 
production  in  a future  when  oil  reserves  are  depleted  and  production 
slacks  off.  Participation  seemj  to  offer  economically  underdeveloped 
(even  if  rich)  countries  a way  to  develop  a variety  of  domestic 
industries,  drawing  on  easy  access  to  crude  oil  as  both  a cheap  energy 
source  and  as  a raw  material  for  non-energy  products. 

In  addition  to  price  and  participation  agreements,  a third  area 
where  producers  could  have  influenced  tne  ol  1 market  was  the  level  of  output. 
Long-run  economic  considerations  hcve  encouraged  several  states  to  con 
--rve  oil  resources,  typically  by  production  ceilings.  For  example, 
Libyan  output  dropped  from  its  1970  peek  of  160  million  metric  tons  to 
107  million  metric  tons  In  1972.  This  was  due,  nat  only  to  limits  on 
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product  ion , 6.,  also  the  arbl, high  prlce  of  Liby,„  crude  ^ 

M91’  Pr‘CeS  ‘°  P^odudon  cei  1 lags  as  a means  ,o  conserve  on 

reserves  can  reap  the  financial  benefits  of  United  output.  In  April 

1972,  Kuwait  also  imposed  a production  ceiling  (3  million  barrels  dally) 

response  to  rumors  ,ha,  its  estimated  reserves  were  far  less  than  had  been 
previously  believed. 

Price  tikes,  participation  agreements,  and  supply  conservation  all 
served  theeconomlc  interests  of  producer,  and  operated  as  "power  Increasing 
strategies."  They  have  strengthened  the  control  of  host  countries  over 
actual  production  operations,  tightened  the  sgueez.  between  supply  and 
demand  In  the  International  oil  market,  and  delivered  tremendous  surplus 
revenues  Into  the  hands  of  major  -porting  countries.  This  latter  develop- 
ment has  in  turn  reinforced  ,h.  ability  of  Arab  producers  to  Interfere 

“i,h  th*  °"  SUPP"e'’  ,0  th'  ledus trial  I zed  states  by  giving  then,  sufficient 
accumulated  revenues  to  live  on  In  case  of  need.  Excess  reserves  posed  a 
powerful  weapon  In  themselves.  A.,  i„  all,  the  bargaining  position  of 
major  oil  exporting  states  has  bean  enormo,sly  strengthened  since  the 
U.S.  seemed  to  have  ab.ndohed  Its  commitment  to  a multilateral  system 
dedicated  to  secure  stable  supply  at  adequate  prices. 

Interdependence  Patr«»rn> 

Time  was  on  the  producer,,  side.  Western  -nnsump.lon  trend,  and  Import 
polices  Increased  these  Ions’  dependence  on  Middle  East  oil.  and  thus 

hPl9hte"e<l  *°  d'  — Tim  pas,  decade  has  seen 

dramatic  Increases  In  the  reliance  of  Industrialized  economies  on  oil;  by 

1972  they  accounted  for  70  P«  cent  of  world  petrole™  consumption.  This 

emand  derived  from  both  the  overall  growth  of  energy  consumption 
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necessitated  by  expanding  world  production  and  from  a structural  shift  in 
world  ensrgy  consumption  toward  oi  i from  alternative  sources.  This  latter 
effect  had  two  causes.  The  first  was  the  relatively  iow  cost  of  oil  (current 
high  prices  should  help  counter  this  reason  for  increased  reliance  on  oil). 
Secondly,  petroleum  intensive  industr:es  such  as  transportation,  plastics, 
and  other  materials,  have  grown  faster  than  industry  in  general.  Total  Euro- 
pean energy  consumption  grew  between  i960  and  1970  at  5-5  percent  annually 
while  gross  product  was  ;ncreasing  by  a yearly  rate  of  k.Q  percent.  Oil 
consumption  grew  more  than  twice  as  faNt*~by  12  percent  annually,  so  that 
oil's  share  of  European  energy  demand  climbed  from  33  percent  to  60  percent 
over  the  decade.  Meanwhi'e,  the  portion  of  European  oil  demand  supplied  from 
local  -“sources  dropped  from  7-9  percent  to  3-7  percent.  The  share  of  oil 
imported  from  the  Middle  East  remained  fairly  steady  at  about  8^4  percent. 
Japan's  dramatic  growth  in  productive  capacity  (11  percent  p.a.  from  i960 
to  1970)  was  accompanied  by  a slightly  higher  growth  in  energy  consumption 
(i2  percent  p.a.).  This  was  far  exceeded  by  a 20  percent  average  annual 
growth  in  oil  consumption,  raising  oil’s  share  in  Japanese  enerqy  from 
36  percent  in  i960  to  72  percent  in  1970.  Domestic  Japanese  oil  produc- 
tion is  negligible.  That  imported  from  the  Middie  East  rose  from  80  per- 
cent in  i960  to  85  percent  a decade  later.  The  dependence  of  North 
Anerica  (for  which  American  demand  is  the  dominant  component)  on  Arab  oil 
was  both  belated  and  much  smoother  than  that  of  Europe  arid  Japan.**  While 

A — - 

OECD.  Oil:  The  Present  Situation  and  Future  Prospects.  Paris,  1973. 

A* 

The  trend  of  grewing  dependence  on  oil  as  an  energy  resource  and  on 
OPEC  as  a source  of  suppiy  combined  to  form  what  RAND's  Horst  Mendershausen 
called  "the  march  into  the  energy  ambush."  See  his  "The  ll.S.  and  Western 
Europe  In  an  Energy  Ambush,"  WN-8598-ARPA,  January  1 97^ . 
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'973.  l-ever.  the  United  States  was  relying  on  the  Middle  East  for  ,2 

PerCent  "f  "S  hVnr'ed  OU'  BCtWecn  Jul7  a"d  A“9ust  1973  alone.  American 
erode  oh  imports  from  Arab  states  more  than  doob,ed  'from  625,000  to 

'■285.000  barrel,  dai,v).  Nevertheless.  Arab  o,<  imports  represented  only 
3 percent  of  total  American  energy  consumption. 

Europe  and  Japan  were  far  more  vulnerable.  The  degree  of  European 
dependence  on  Arab  oi,  as  a percentage  of  total  energy  consumption  from  a„ 

(other  European:  Trance.  60.7  Percent;  Italy,  53.9  percent;  Netherlands, 

93.9  nercen,;  Belgium,  39.1  percent;  Oermany,  35  percent;  United  Kingdom. 

3'- 7 percent,.  Almost  one  third  of  Japan's  total  energy  supply  can,  from 
"Udle  East.  Thus,  any  significant  disruption  of  the  f low  of  Arab  ol  I 
to  Europe  and  Janan  would  result  in  severe  impoverishment. 

The  oi,  import  guot,  system  had  committed  the  United  States  to  a high 
degree  of  energy  dependence.  Nevertheless,  the  growth  of  imports  In  recent 
Years  led  ,0  increasing  American  dependence  on  foreign  energy  sources,  and 
H'ddl.  East  o,l  particular.  It  trends  to  mid-1973  were  to  continue  un- 
checked, the  I980's  would  have  found  the  United  States  ,r  m.  a , 

0 states  tremendously  dependent 

on  Arab  oil.  Prior  to  thc  Arab  o|I  embargo>  ^ ^ ^ ^ 

J percent  of  American  o.l  consumed  would  be  imported  by  1975.  As  suggested 

-artler.  most  of  the  increases  beyond  present  levels  presumably  would  have 
been  drawn  from  the  Middle  East. 
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Diagram  3-2 

TOTAL  PETROLEUM  IMPORTS  BY  SOURCE,  OAPEC 
AND  NON-OAPEC,  1955-1973 


Source:  Mendershausen,  "The  U.S.  and  Western  Europe  In  t>n 

Energy  Ambush." 


Measuring  American  import-dependence  as  the  share  of  imports  in  total 
oil  consumption,  it  grew  from  23.8  percent  in  1970,  to  26.5  in  1971,  29.6 
in  1972,  and  In  1 973 — the  year  the  crisis  exploded-- impor ts  comprised  36.9 
percent  of  U.S.  oil  requirements.  Evidently,  the  security  considerations 
which  underlay  the  oil  Imports  quota  program  were  held  sufficiently  serious 
to  warrant  a prevention  of  this  fast  drift  to  high-import  dependence.  More 
alarming  yet  was  that  as  the  U.S.  was  becoming  a major  Importer,  its  marginal 
supplies  were  no  longer  Western  Hemispheric  sources  such  as  Venezuela  and 
Canada,  but  the  Eastern  Hemisphere  (see  Diagramm  3.3)  and  from  the  group 
of  Arab  oil  exporting  countries  (OAPEC),  as  indicated  in  Diagram  3.2. 
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Diagram  3. 3 

PETROLEUM  IMPORTS  FROM  THE  EASTERN  HEMISPHERE 
BY  SOURCE,  1955-1973 


Source:  Mendershausen , "The  U.S.  and  Western  Europe  in 

an  Energy  Ambush." 

Moreover,  pre-embargo  projections  of  future  import  levels  (as  shown 
in  Diagram  3 .«»)  all  agreed  on  the  continuation  of  the  trend  of  graving 
impr  rt-dependence  for  Japan  Western  Europe,  and  the  U.S .--part  icularly 
for  the  U.S.  The  perception  of  such  an  "energy  gap"  became  part  of  the 
general  mood  in  1972-73,  and  the  expectation  of  a troublesome  long- 
term future  was  quickly  "telescoped"  into  a self-fulfilling  short-run 


process . 


Thus,  on  the  eve  of  the  1972  oil  suppl>  and  price  crisis,  as  Table 
3- i indicates,  the  U.S.,  Japan  and  Western  Europe  all  found  themselves 


significantly  more  import-dependent  than  ever  before. 


% 


Diagram  3-^.  a rather  pessimistic  view  of  future  import  needs,  first 
appeared  In  a Shell  document  in  March  1973*  It  was  reproduced  again  in 
July  197^  If  another  Shell  publication.  Apparently,  Shell's  economists 
do  not  believe  that  the  quadrupling  of  prices  wouid  have  any  effect  on 
supply  and  demand.  Rather  than  assuming  that  these  gentlemen  are  unaware 
of  price  elasticities,  it  seems  more  probable  that  these  projections  are 
another  example  of  the  "numbers  game"  in  which  the  manipulation  of  data 
is  part  and  parcel  of  the  politics  of  oil. 
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Table  3.  | 

IMPORT-DEPENDENCE  IN  1972 
(as  percentage  of  Import  requirements) 


JAPAN 

WESTERN 

EUROPE 

CANADA 

UNITED 

STATES 

Kuwa  i t 

1 Abu  Dhabi 
Saudi  Arabia 
L i bya 

12.53; 
5.7 
22. A 
0.1 

13.0% 
2.6 
24.8 
i 3 • i 

0.4% 

5.4 

10.6 

5.2 

1 .03; 
2.1 

6.3 

5.3 

Algeria 
1 raq 

0.6 

4.8 

6.0 

0.  i 
2.2 

2.1 

1 ran 

35-3 

1 i .4 

13-4 

4.2 

OAPEu 

Middle  East 

45.4 

8o.? 

68.8 

80.2 

25.1 

38.5 

17-9 
22.  i 

1,1  '972,  81  perccnt  of  -Japan's  oil  came  from  the  Middle  East,  80 
percent  of  Western  Europe's,  and  22  percent  of  American  Imports,  (lever  has 
Western  vulnerability  reached  such  levels  before.  Theoretically,  greater 
import-dependence  could  be  offset  if  there  were  an  equal  or  greater 
Increase  in  export-dependence . That  is,  for  the  system  to  remain  In 
equilibrium  following  this  increase  in  importers'  dependence,  a similar 
increase  should  have  taken  place  for  exporters;  i.e.,  their  reliance  on 
their  revenues  should  have  correspondingly  increased.  But,  In  fact,  the 
contrary  happened.  The  Increase  In  prices  following  the  Teheran  and 
Tripoli  agreements  had  the  effect  of  reducing  exporters'  dependence  on 
the.r  revenues  In  direct  proportion  to  the  price  hikes.  Clearly,  the  hlghe. 
the  posted  prices,  the  higher  the  government  take.  To  the  extent  that  the 
producers'  dependence  on  oil  revenues  is  determined  by  their  absorptive 
.pacity  for  such  revenues,  then  the  trends  that  could  be  extrapolated 
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following  the  .971  revolution  in  posted  prices  showed  a decrease  in  pro- 
ducers1 dependence,  in  practical  terms  this  meant  an  ever-increasing 
reluctance  by  producers  to  meet  Western  demands  for  their  exports. 
Diagrams  3-5  and  3-6  show  such  pre-crisis  extrapolations.  Both  price 
assumptions,  one  high  and  one  low,  show  that  the  second  half  of  the 
decade  would  have  created  maximum  tensions  between  supply  and  unsatisfied 
demand,  as  revenue  surpluses  began  accumulating  in  OPEC  countries. 

Diagram  3.5 


985 


OPEC  PRODUCTION  - BILLIONS  OF  BARRELS  YEARLY 


I 


I 

4 
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Thus.  much  of  the  dlsequ  I libr i um  experienced  by  the  worid  energy 
system  was  the  tesut,  of  an  African  „t  away  ^ ^ 

of^res tra  import-dependence  to  ope  of  increasi„9  dependence  addin,  a 
sign! f icant  new  burden  to  a muitiiateta,  system  which  had  been  designed 
to  handie  only  Japanese  and  European  depende  ,c ies.  But  jest  as  the  con- 
sults were  immetsln,  , hemsei.es  »r.  and  »re  in  transnational  interde- 
pendence, the  producers  were  gradually  iessenin,  theirs.  The  oi I export- 
ing countries  were  responsive  to  Western  demand  for  their  non-renewabie 
resources  oniy  so  ion,  as  they  did  not  exceed  their  absorptive  capacity 
for  oi,  revenues.  The  condition  of  high  absorptive  capacity,  shared  by 
OM  exporters  throughout  the  1 950 ‘ s and  I960',,  was  iargeiy  a product  of 
the  relatively  low  prevailing  government  takes.  Once  these  began  esca- 
ping. beginning  with  the  197!  agreements,  absorptive  capacities  were 
hound  to  be  iowered  w„h  consequent  restrictions  of  output  in  countries 
whose  absorptive  capacity  passed  a certain  threshold.*  Between  „70 
and  ,572  alone,  the  return  per  barre,  of  export  for  Kuwait  jumped  by  4, 
percent;  for  Saudi  Arabia  by  39  percent;  for  Iran  by  37  percent;  for 
T.'bya  by  45  percent;  and  for  Algerla-a  high  52  Percent.  Substantial 
increase,  of  that  kind  over  such  a short  span  of  unified  by  higher 

production  ieveis,  ied  to  a virtual  doubling  of  the  o„  producers'  incore 
from  oil  (see  Table  3.2)  and  a subsequent  decline  in  export  dependence. 


city  for^eUher  I CrevenuesCor 'qoods°a  COUntries‘  absorptive  capa- 
functional  relationship  between  revenues  S®rv'Ctfs  are  Peking.  The 
sized  above  seems  valid  nonetheless.  ^ absorptive  capacity  hypothe 
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Table  3-2 


PAYMENTS  TO  MAJOR  OIL  EXPORTERS  1955*1972 
(IN  MILLION  DOLLARS) 


Tear 

*«*•«>( 

tiud  1 
Arabia 

Iran 

Iraq 

ASu 

OKabl 

Qatar 

Ot  »*er» 

Total 

Middle 

last 

Libya 

Total 
HC  t 
Ivbia 

Alfle- 
r ia 

Ml§e- 

rla 

Vene- 
loa  la 

us* 

307  0 

287.0 

50  5 

;ob.s 

36.» 

50 

936  5 

53*. 5 

5)5 

15*0 

m.i 

355  2 

785  3 

266  ) 

56  0 

130 

1. 6)9.0 

• ,*35.0 

877 

15*1 

*8*  3 

8C0.I 

33'  2 

:‘iS  s 

51  3 

13  0 

1 697  5 

3.1 

I.SC5.7 

538 

15*2 

SIS. } 

-SI  I 

333  8 

1 66  6 

2.8 

65  8 

*30 

1.669  6 

38  5 

1.887.5 

1.071 

•943 

SSS.  7 

502. 1 

353  1 

m » 

6 6 

59  5 

13  0 

1.860  9 

108.8 

1.555  7 

l,'08 

•58* 

W1 

56'.  0 

‘65  7 

)S).I 

12  6 

65  5 

16  3 

2.<)l  0 

157.* 

2.328* 

1.122 

•555 

471 . 1 

655  1 

572  • 

)76  5 

3J  1 

68  5 

• 6 6 

2.361.7 

371.0 

1.712.7 

l.»35 

IS** 

707.1 

776.5 

533  * 

)96  * 

95  8 

52.1 

18.5 

2.692.1 

*78.0 

J. 158.1 

1,112 

• 5*7 

717.4 

852  1 

736.7 

361.2 

105  0 

101.8 

236 

2.898.0 

831.0 

3.525  0 

151. 1 

1.25* 

I HI 

74$  4 

565  5 

417.1 

676  I 

153-2 

*05  6 

83  I 

3.370  2 

852.0 

*.322 . 2 

281.1 

1.253 

•885 

ill  7 

I.OCj.O 

537  8 

683  $ 

15*  • 

IIS- 2 

110. 2 

3.666.0 

1.132.0 

*.781.0 

258.8 

1.185 

1170 

*55.1 

1.1557 

1.136. 3 

5212 

233  1 

122.0 

150  2 

6.257  6 

1.25*. I 

y.552  * 

325.0 

*11.0 

1,*0i 

•8ii 

•.355  8 

1.168  5 

1.5**  2 

860  0 

630.7 

<97  8 

152  6 

7.156  0 

1.788.0 

1.820.0 

350.0 

5150 

1.702 

■ VI 

1.85*  1 

3.106  * 

2.373  8 

576. 0 

560  5 

256.8 

222  6 

8.766.8 

1.558.0 

10. 3**. 1 

700.0 

U7*.* 

1.5*8 

T*tll 
15*3- 
• 971 

*.*37.1 

M.7/6.  J 

9.9)5  5 

5.069  6 

1.815  8 

1.186.7 

852  5 

35.108.3 

8.5270 

•7.8353 

• 3.327 

MuftCI : 

informal 

on  foundation 

(new  for  k ) . 

OV"d  1 « 

or^ it  ion  , Paper 

Mo.  16. 

October  197). 

It  Is,  therefore,  the  price  spiral  that  began  in  1971  which  drove 
the  Arab  states  toward  output  restrictions,  whereas  before  the  price 
changed  they  were  vying  with  each  other  as  to  who  would  produce  more. 

One  after  another,  these  countlres  curtailed  their  production.  Libya 
and  Venezuela  were  first.  Kuwait  and  then  Saudi  Arabia  followed  suit. 
Production  restrictions  had  had  a self-reinforcing  effect**the  less  supply 
there  was  the  higher  the  price  and  revenues  and  an  even  lesser  need  for 
production  at  as  high  a level  as  beforehand.  The  increase  in  price,  how- 
ever, had  a secondary  and  no  less  disruptive  effect  on  the  system  of 
international  trade  in  oil.  The  delicate  balance  of  dependencies  between 
importing  countries  and  exporting  countries  was  radically  altered  by  making 
at  least  some  of  the  latter  decreasing!-/  dependent  on  their  oil  revenues. 
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and,  more  Importantly,  by  making  more  consuming  countries  increasingly 
dependent  on  a smaller  number  of  oil  exporting  countries.  In  other  words, 
an  erosion  of  the  balance  took  place  on  both  the  demand  and  supply  sides. 

By  a curious  geopolitical  accident,  while  most  of  the  Arab  oil 
exporters  arc  desert  countries,  all  the  major  non-Arab  exporters,  iran, 
Nigeria,  Venezuela  and  Indonesia  are  highly  populated  countries  with  an 
abundance  of  agricultural  and  other  natural  resources  which  could  find 
good  use  for  al i their  oil  income,  either  for  current  needs  or  for  the 
development  projects  against  the  day  when  they  have  exhausted  their  oil. 
Indeed,  as  shown  in  Table  3-3.  the  OPEC  group  was  far  from  being  a mono- 
lithic bloc  in  any  sense.  To  the  extent  that  the  reserves -to -popul at  ion 
ratio  is  related  to  a nation's  absorptive  capacity,  then  Kuwait,  the 
U.A.E.,  Libya,  and  most  important ly--Saud i Arabia,  forma  separate  group 
unto  themselves. 


Table  3-3 


THE  OPEC  CWQllP  AND  T he  IB  AOS  IP.rr  I VC  CARAC  ITY 


1974  PROVED 

1977  P0PU- 

AESEPVf i 

aescr;1'  1 

LAT ION* 

- — P'P. 

1 

f ( 

’ KUWAIT 

11.]') 

1.0 

72.75 

1 

r 

AS'J  Omar  i 

21.  SO 

.5 

AJ.0C 

1 

SAUJI  ARABIA 

H*0.  7r» 

8.6 

16.76 

DOLE  1 

I ( 

,LI0Y  . 

25. SO 

2.1 

12.14 

UST 

) •» ; 

1 ALGERIA 

7.  E.l< 

15.7 

0.49 

||RAQ 

31.50 

10. 1 

3-12 

! 

l1" 

IRAN 

60.00 

30.8 

1.95 

i 

(vtNtmLA 

Ik.  00 

11.5 

1.22 

OTHERS  1 

[NIGERIA 

20.00 

59. <i 

0 34 

(INDONESIA 

10.50 

132.  A 

0.03 

(U|N  lo9  OAF t'tlS 
(2) IN  MILLIONS 


Indeed,  correlates  of  a nation's  absorptive  capacity,  such  as  population, 
GNP,  saving  and  investment  factors,  have  been  used  in  the  past  to  dis- 
tinguish among  the  OPEC  countries,  it  is  common,  then,  to  find  the 
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Organ i zat i on  1 s membership  divided  into  three  groups.  Group  I (Saudi 
Arabia,  Kuwait,  Libya.  Qatar,  United  Arab  Emirates);  Group  II  (Iran, 
Algeria,  Iraq,  Ecuador,  Venezuela);  and  Group  III  (Indonesia,  Nigeria). 
Group  III  countries  include  the  largest  bloc  of  populat ion"  198 .*♦ 
million  in  1973-  Group  II  countries  have  a population  of  69  million 
and  Group  I,  comprising  those  countries  with  the  largest  potential 
financial  surpluses,  accounts  for  only  11.5  million  people. 

Yet,  while  the  members  of  Group  I were  least  dependent  on  their 
exports,  it  was  to  them  that  the  United  States  turned  as  it  was  planning 
its  future  imports.  Specifically,  the  U.S.  entertained  the  hope  that 
Saudi  Arabia  would  increase  its  production  to  20  million  barrels  per  day 
by  1980.  It  was  a vain  hope.  Between  1970  and  1972,  Saudi  Arabia's 
international  financial  reserves  quadrupled  (see  Table  3-*0- 

Table  3-*4 

GROSS  HOLDINGS  OF  INTERNATIONAL  RESERVES3 
1967-1973  (U.S.  Million  Dollars) 


1967 

1968 

1969 

1970 

1971 

1972 

1973 

197*4 

IRAN 

32  6 

29*4 

310 

208 

621 

960 

1 ,237 

6,211 

IRAQ 

368 

*♦53 

*476 

^62 

600 

782 

1 ,553 

3,035 

KUWAIT 

1 ,75*4 

1,9*49 

’,316 

2,607 

3.335 

*♦,3*42 

6,000b 

8.0001 

LIBYA 

385 

539 

918 

1 ,590 

2,666 

2,665 

2, 127 

3,827 

SAUDI  ARABIA 

762 

_662_ 

607 

662 

1 ,*4*4*4 

2,500 

3,876 

10,651 

TOTAL 

3,593 

3,893 

*♦,627 

5,525 

8,686 

10,2*49 

1**  ,793 

31  ,72*4 

VENEZUELA 

872 

922 

933 

1 ,021 

1 ,522 

1,732 

2 ,*420 

*♦,830 

TOTAL 

*♦,*♦65 

*♦,815 

5,560 

6,550 

10,208 

Ti~ j7T 

17,213 

36,55*4 

a)  INTERNATIONAL  RESERVE  - GOLD  + RESERVES  POSITIONS  IN  IMF  t SDR's  & FOREIGN 
EXCHANGE 

b)  ESTIMATE 

c0URCE  I MF , INTERNATIONAL  FINANCIAL  STATISTICS 
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Having  seen  its  savings  depreciating  in  dollar  devaluations  and  lacking 
adequate  investment  channels,  Saudi  Arabia  was  not  going  to  increase 
production  at  such  rates,  and  it  was  quite  imprudent  on  the  part  of  the 
U.S.  to  expect  Saudi  Arabia  to  respond  favorably  and  expand  production. 

furthermore,  the  ability  of  some  producers  to  forfeit  short-term 
profit  maximization  policies  was  enhanced  by  the  flow  of  revenues  following 
the  price  increases.  Table  3-^  shows  a marked  improvement  in  gross  holding 
of  international  reserves  by  selected  OPEC  countries.  Between  1971  and 
19/3  ail  the  countries  experienced  an  enormous  accumulation  of  foreign 
exchange,  a process  which  only  strengthened  the  puil  toward  greater  con- 
servation of  resources. 

An  appreciation  of  the  full  effect  of  the  drastic  shift  in  the  export 
dependence  patterns  in  the  oil  producing  countries  can  be  gained  by  com- 
paring the  1970  ratio  of  Import  expenditures  to  export  revenues  with  that 
of  1973  (see  Table  3.5).  Almost  ail  oi I -export i ng  countries  (with  the 
exception  of  Libya, which  froze  product ion.and  Algeria)  experienced  a 
significant  decline  in  their  export-dependence.  This  c^me  on  top  of  the 
fact  that  of  ail  exporters,  Saudi  Arabia  had  enjoyed  by  far  the  best 
import/export  ratio  with  Kuwait  next.  It  would  be  no  coincidence  that 
in  i 973  these  two  countries  would  be  the  first  to  restrict  production 
and  do  so  most  jealously  when  the  political  environment  allowed. 

By  1973,  in  sum,  the  energy  system  reached  the  climax  of  an  acute 
disequilibrium  caused  by  an  increasing  Western  dependence  on  Arab  oil 
more  than  countered  by  a great  reduction  in  export  dependence  on  the  part 
of  the  producers.  These  processes,  in  turn,  resulted  from  the  emergence 
of  a moderately  effective  producers'  cartel --tac i t 1 y tolerated  by  the 


I 
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Table  3.5 


IMPORT  COVERAGE  COEFFICIENTS,  1970 

AND  1973 

(IMPORTS 

CIF  DIVIDED  BY  EXPORTS  FOB) 

1970 

1973 

ALGERIA 

1 .21*6 

1.297 

INDONESIA 

0.863 

0.731 

IRAN 

0.632 

0.1*87 

IRAQ 

O.kM 

0.392 

KUWA  1 T 

0.378 

0.275 

LIBYA 

0.231* 

0 . 1*22 

NIGERIA 

O.85I* 

0.550 

SAUDI  ARABIA 

0.293 

0.231 

UNITED  ARAB  EMI 

RATES  0.617 

0.530 

VENEZUELA 

0.757 

0.590 

SOURCE:  IMF, 

International  Financial 

Statistics . 

U.S. --which  freed 
export- dependence 
t ions  of  supply  , 


the  producers  from  their  previous  excessive  extreme 
by  linking  prices  and  restricting  production.  Restrlc- 
vhether  'or  ostensible  political  reasons,  as  a cartel 


policy,  or  because  of  national 
fi*-st  direct  manifestations  of 


economic  priorities, 
the  newly  unbalanced 


were  to  become 
energy  system. 


the 
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Chapter  IV 

UNSTABLE  INTERDEPENDENCE  AND  THE  INSECURITY  OF  SUPPLY 

While  teaching  at  the  University  of  Virginia,  James  R.  Schlesinger 
wrote  that  the  subject  of  economic  warfare  might  be  much  discussed  but 
is  little  understood.  As  a political  economist  he  was  all  too  aware  of 
the  paradox  of  modern  economic  warfare;  namely,  that  while  strateclc  pos- 
sibilities are  inherent  in  trade,  economic  warfare  remains  a weaker  weapon 
than  is  generally  realized,  principally  because  "the  use  of  the  weapon 
blunts  its  cutting  edge."  The  use  of  international  trade  in  a direct 
coercive  fashion,  then,  appears  to  be  a short-run  affair  at  best.  The 

question  that  remains  is  whether  the  Arabs'  oil  warfare  has  succeeded  over 
the  long  run. 

The  numerous  discussions  of  the  Arab  deployment  of  their  oil  weapon 
seem  to  confirm  Professor  Schlesinoer's  observation  about  the  pervasive 
lack  of  comprehension  of  the  subtle  mechanics  of  economic  warfare  in 
general,  and  oil  warfare  In  particular.  In  the  f'.rst  place,  following 
its  third  and  relatively  more  successful  use,  Its  potency  Is  often  exag- 
gerated . Secondly,  in  their  generalizations  and  projections,  most  commen- 
tators seem  to  perceive  a future  which  Is  very  much  a continuation  of  the 


* ■ — — — — 

James  R.  Schlesinger,  The  Political  Economy  of  National  Security 
(New  York:  Praeger,  I960). 
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This  view  Is  obviously  mostly  characteristic  of  popular  and  peri- 
odic jou.nalism.  But  the  sentiment  ascribing  awesome  economic  power  to 
the  Arabs  can  also  be  seen  coming  from  such  respectable  sources  as  Lon- 
don's International  Institute  of  Strategic  Studies.  The  Institute's 
Strategic  Survey  1973  begins  Its  evaluation  of  the  oil  weaf *n  with  the 
flat  assertion  that  "an  event  that  also  marked  1973  was  the  Arab's  suc- 
cessful use  of  the  'oil  weapon'  during  and  after  the  Middle  East  war." 
(P.  30.) 
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present  or  the  recent  pest.  The,  is,  rather  than  looking  for  the  possl- 
hi'tty  of  a dialectical  character  In  historical  forces  where  challenges 
encounter  response,  or  seeing  that  exposed  vulnerabilities  could  give  way  to 
improved  defenses,  these  observers  exhibit  a natural  preference  for  simple 
;xt  rapol  at  ion , which  inevitably  results  in  res,  r icted-or  tunnel — vlslorrv 
Nothing  would  obabi y be  further  from  reality.  After  all,  to  extrapolate 
free,  a situation  of  crisis  is  a contradiction  in  terms.  Crises  are  episodes 
of  sudden  change,  acute  disequilibrium,  and  a genera'  state  of  abnormaicy.* 
Unless  one  subscribes  to  the  pessimistic  vie.  that  crises  will  be  grad- 
ually rout  in  iced  and  that  the  relevant  systems  would  remain  for  long  in  , 
state  of  imbalance,  then  to  project  automatic  recurrence  of  the  1973- 74 

<"l  cr.sis,  specifically  oil  disruptions  and  embargoes,  might  involve 
a serious  non  segu  i tur . 

It  is  important,  however,  to  note  that  the  forces  which  will  ,hape 
future  outcome-  are  the  results  of  pas,  interactions.  Therefore,  a post- 
mortem analysis  of  the  Arab  oil  embargo  Is  In  order  no,  because  It  Is 
"kely  to  be  reinstated  in  the  same  rode;  quite  the  contrary,  future 

*7  — — _ 

Interestingly,  although  the  literature  on  crisis  as  a situational 

1 a^ri-h  °.  "*  POlitlCal  P05t'war  Phenomenon  is  enormous , (see?  ?or 
example,  Chanes  Hermann,  International  Crises  [New  York:  Free  Press 

I97J]  or  Alasta.r  Buchan,  -rlsls  Management:  The  New  Diplomacy  [Boulogne- 

e ^ t anCC:  ThC  I nst  i tute , I 96b  J . ) , there  hasten  no 

rl.M  whatsoever  to  analyze  the  "energy  crisis"  as  such  a variable.  One 

pol  ticai  ertses  hasSK  thaJ.the  P^jnclpal  reason  for  the  study  of  previous 
political  crises  has  been  their  being  an  occasion  for  great  decisions 

Needless  to  say  that  has  not  been  the  most  noteworthy  aspect  of  the 

ZZS'o  ollf  B:°ader  S'UdlaS  0f  thc  situation,  however,  a?« 

ti?Il  n??  [ r c"19'  f™rq  th'  bCSt  ar'  Th'  i can  Academy  of  Poll- 

.,1  Socia’  Science  s The  Anna  is  which  In  November  1973  was  devoted 
o The  Energv  Cr.sis:  Reality  or  Myth?";  John  C.  Fisher,  'nergy  Crises 
^£IS£ective  (New  York:  John  Wiley  S Sons,  1974)  ; and  boTFTvofumes  of 
dward  W.  ErFckson  and  Leonard  Waverman  (eds.),  The  Ene  qv  Ouestlon'  An 
nternatlonal  Failure  of  Pol  Icy  (Toronto:  UnlverTTy  of  Toronto  Press, 
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utilizations  of  the  oil  weapon--or  of  its  derivations  such  as  the  "money 
weapon' --wi I I be  exercised  in  different  ways  and  by  different  tactics. 
Nonetheless,  the  relevance  of  the  Arab  oil  embargo  lies  in  what  It  re- 
veals about  Western  preparedness  and  vulnerability,  about  the  mechanics 
of  this  unique  type  of  economic  warfare,  about  the  subjective  skill  with 
wh'ch  was  Practiced,  relative  to  the  oil  weapon's  past  performance, 
and  about  the  objective  results  it  has  obtained. 

As  noted  above,  there  Is  an  inherent  paradox  In  the  existence  of 
economic  warfare.  The  rationale  for  commercial  exchange  of  goods  and 
services  is  that  such  an  exchange  is  mutually  beneficial.  It  is  hard,  ~ 
therefore,  to  conceive  of  a perfect  coerciv^e  of  what  is  essentially 
a voluntary  and  cooperative  activity.  Still,  the  deployment  of  the  Arab 
"oil  weapon"  and  Its  direct  use  in  1973  and  197*  suggest  that  there  is  a 
grey  area  In  relationships  among  nations  which  allows  for  such  tactics  to 
take  piace.  Most  probably,  the  potential  for  economic  warfare  should  be 
proportional  to  the  degree  to  which  a nation  is  unable  to  disengage  Itself 
from  what  appears  to  be  an  economic  trap/' 

The  availability  or  absence,  then,  of  the  ability  to  control  its 
patterns  of  international  trade  constitutes  a nation's  Achilles  heel. 
Clearly,  trade  in  raw  materials  allows  little  flexibility  for  such  con- 
trol. For  this  reason,  strategic  commodities  always  appear  high  on  the 


than  "a  cr?f i s/^^orst^ndershl  ?CCurat?  to  descr,be  the  situation 
analysis  of  the  I973-*  events  titled’hU  ' b.,.Zfcth®  m0iit  c tear-s ighted 
ope  in  an  Energy  Ambush:  Problems  nf  r s u Y The  U.S.  and  Western  Eur- 
WN-8598-ARPA,  January  197!*,  -ooperation,  The  RAND  Corporation, 
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list  of  goods  to  be  denied,  in  the  case  of  offensive  action,  or  to  be 
protected,  in  the  case  of  defensive  action. 

Quantitative  limitations  often  exacerbate  qualitative  ones.  Thus, 
raw  materials  which  are  traded  intensively,  in  high  volume  over  a large 
geographical  span,  exhibit  even  less  ability  to  be  freely  managed  in 
accordance  with  a nation's  best  interests.  In  other  words,  aome  of  those 
global  webs  of  interdependence  which  were  supposed  to  usher  in  an  era 
of  peace  and  order,  actually  contain  the  seeds  of  conflict  and  disorder, 
precisely  because  of  their  complexity,  the  interpenetrations  they  generate, 
and  the  reciprocal  vulnerability  they  create. 

Since  the  internat ional  trade  in  oil  is  no  exception,  the  use  of 
the  oil  weapon  should  serve  as  an  example  of  the  manipulation  of  inter- 
dependencies and  the  exploitations  by  the  vulnerabilities  it  gives  rise  to 
by  nations  which  do  not  necessarily  share  Western  liberal  economic  norms. 
The  fact  that  Interdependencies  should  be  so  precarious  and  dependent  upon 
the  political  whims  of  those  managing  them  should  come  as  no  surprise  to 
the  realist  school  of  thought.  But  realism,  unfortunately,  is  not  a con- 
spicuous feature  of  contemporary  thinking.  The  commentary  which  follows 
attempts  to  Illustrate  the  nature  of  this  precariousness  as  it  was  exposed 
by  the  Arab  oil  embargo  of  1 973~ 7^* • 

The  Putative  Phase 

The  transformation  of  the  vorld  energy  system  fiom  one  that  is 
internally  balanced,  due  to  competitive  market  forces,  to  one  which  is 
imbalanced,  with  the  ol I -export I ng  countries  enjoying  growing  monopoly 
power,  has  had  its  main  effects  in  two  areas:  prices  and  the  security  of 

supply.  Many  analysts  tend  to  separate  the  twr,  issues,  claiming  that 
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the  former  is  economic  and  the  latter  political.  The  argument  advanced 
here  is  that  the  two  are  inseparable  and  predominantly  economic.  M.  Adel- 
man,  perhaps  the  leading  American  oil  economist,  put  the  argument  most 
succinctly  in  testimony  to  Congress  in  1972: 

"The  OPEC  cartel  (not  OPEC  itself)  is  strong  today  because  the 
consuming  nations  have  so  far  shown  no  resistance.  The  cartel  has 
gone  from  strength  to  strength,  disregarding  agreements  and  threat- 
ening embargo,  and  has  been  rewarded  for  it.... The  most  effective 
threats  are  the  'assurances,'  e.g.  by  the  Saudi  Arabian  oii  minister 
that  supply  will  not  be  interrupted  because  the  supplying  countries 
feel  a toorai  responsibility';  or  when  he  teiis  the  United  Kingdom 
that  while  they  may  approach  self-sufficing  in  oli,  they  had  better 
not  feei  too  secure  because  their  Common  Market  partners  on  the  con- 
tinent can  be  shut  down.  'We  are  a ware  of  the  power  of  our  weapon, 
and  we  shaii  use  it  to  buiid,  not  to  destroy.'  That  is. ..a  messaae 
we  can't  miss.  Monopoly  means  control  of  supply,  hence  ability  t 
stop  it.  High  prices  and  insecure  supply  are  two  sides  of  the  s?  ^ 
coin  tfmphas  i s addedT] 

The  implication  of  Adeiman's  view  is  that  the  rise  of  OPEC  during 
the  early  1 970 ' s not  only  destroys  the  symmetry  of  interdependencies, 
but  also  threatens  the  continuance  of  an  uninterrupted  flow  of  oil  to 
consumers.  It  is  not  the  politicization  of  the  market  which  made  supplies 
insecure,  the  oii  market  always  being  highly  politicized,  but  rather  its 

cartelization  by  the  producing  nations.  Seen  in  this  light,  the  oi I actions 
of  the  i 950  s and  i960's  f a i i ed  because  of  the  relative  competitiveness  of 
the  market  and  Its  truiy  symmetrical  interdependence.  An  embargo  taking 
place  under  the  carteiized  marl'at,  when  a sharp  d isequl  Ibr  ium  between  Im- 
porters and  exporters  has  been  created,  should  fare  better.  OAPEC  learned 
this  lesson  weli  and,  as  the  foliowing  discussion  argues,  did  not  fall  to 
apply  it  in  1973- 


U.S.  Congress,  Senate  Hearing  before  the  Committee  on  Interior  and 
Insular  Affairs,  Oii  and  Gas  Imports  Issues,  Pursuant  to  S.Res.  kS,  A 
National  Fuels  and  Energy  Policy  Study,  93rd  Cong.,  1st  Sess.,  1973,  pp. 
1055-  56.  This  document,  incidentally,  includes  the  most  exhaustive  survey 
of  expert  testimonies,  as  given  at  the  beginning  of  that  year. 
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Commentators  on  the  geopolitical  realities  sorrow  ng  Middle  East 
OH  and  hostilities  can  be  separated  into  ««  distinct  camps.  Though  not 
entirely  mutually  exclusive,  they  represent  almost  tota I ly  d i fferent  inter 
pretations  of  the  nature  of  the  global  energy  crisis  and  the  "Israeli 
connection"  to  it.  This  divergence  results  more  from  differing  world 
outlooks  and  disagreements  about  the  interplay  between  economics  and 
politics  than  from  disputes  over  factual  matters.  The  two  approaches 
can  be  described  either  in  term,  of  their  underlving  assumptions  or  the 
policy  conclusions  that  follow  from  them.  The  first  approach  can  be 
labeled  a "political"  approach.  Its  proponents  include  apologists  for 
the  Arabs,  oil  company  executives,  and  scholars  specializing  in  Arab  oil, 
but  few  Arabs*  This  approach  is  most  easily  recognized  by  its  prescrip- 
tive argument,  whlch-in  the  simplest  terms-runs  as  follows:  the  Arab- 

Israeli  dispute  should  be  settled  in  a manner  which  will  get  the  oil 
flowing  safely  again;  !.«.,  on  terms  acceptable  to  the  Arabs.  More  speci- 
fically, the  "political"  approach  assumes  that  an  Imposed  settlement,  one 
which  Israel  would  probably  interpret  as  endangering  her  vital  interests,  Is 
a practical  way  to  guarantee  the  future  security  of  Arab  oil.  The 
premise  within  this  idea,  of  course,  is  that  the  Arab-lsraell  conflict 
is  the  basis  for  the  present  oil  crisis.  The  conflict  is  teen  as  havlrg 
poisoned  an  otherwise  orderly  and  peaceful  economic  activity,  tranquil  ty 


*A  good  example  of, this  -P^-g^idd  East  expert^hlmself , 

Gr I f f*l th  unhesitatingly  asse^ha.  "at  the  nub  .J  * 

the  Arab  terrltorie  that  Israel  “nquered  1 0,^1967^^ ; ^ re||nqu|5„. 

mendat.on  .s  stra.ghtforward  t yar..what  we  Must  Do  in  the  Middle  East," 

^ fst  Feb^  Ly  ^75  Reclnendations  aside,  it  is  obvious  that 
Reader's  Dige  st,  ret»ruary  a*  heina  "at  the  nub 

urrltories  before  1*7,  energy 

wars  and  plain  wars  there  were. 
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would  then  be  restored  to  the  i n ternat  i =*'  f'etioleum  market  by  resolving 
this  essentially  political  problem.  The  oil  problem,  in  other  words,  is 
exogenous  to  economics;  its  roots  lie  in  the  politics  of  Arab-lsraeli 
lelat  ions. 


By  contrast,  the  "economic"  approach  sees  the  oil  crisis  as  an  indig- 
enou>:  affair  brought  about  by  natural  forces  inherent  in  the  economics  of 
Middle  East  oil.  Specifically,  the  oil  crisis  is  seen  in  its  market  con- 
text and  the  threat  that  OPEC  implies  for  consumers  in  terms  of  prices  as 
well  as  the  dependability  of  supply.  Advocates  of  this  view,  typically 
official  spokesmen  for  the  Administration,  supporters  of  Israel,  academic 
economists,  and  liberal  scholars,  see  only  a tenuous  connection  between 
the  Arab- 1 srae I I issue  and  the  security  of  oil  supplies.  The  existence 
of  a rhetorical  or  instrumental  connection  between  them  is  not  denied, 
but  causality  as  suggested  by  the  proponents  of  the  political  approach  is 
rejected  as  contrary  to  recorded  facts.* 

Although,  as  argued  throughout  this  study,  It  is  indeed  the  economic-- 
and  not  the  pol i t i ca I - -core  of  the  oil  problem  which  accounts  for  the  most 
recent  explosion,  the  purely  "economic"  position  is  still  somewhat  defi- 
cient. One  reason  why  the  "tenuous  connection"  theory  is  not  fully  satis- 
factory is  that  it  gives  inadequate  consideration  to  the  temporal  and 
spatial  proximity  between  the  oil  crises  and  the  Arab-lsraeli  confronta- 
tions, a proximity  which  suggests  causality.  Some  causal  connection  seems 


The  clearest  expression  of  th!s  view  was  qiven  in  a November  1973 
statement  signed  by  Professors  Arrow,  Fisher,  Galbraith,  Kuznets,  Leontlef, 
Peck,  Samuelson  and  Solow.  The  statement,  titled  "Oil  Shortages  and 
Middle  East  Politics,"  was  reproduced  In  Its  entirely  ir  The  Energy  Problem 
and  the  Middle  East,  a collection  of  articles  published  In  the  Spring/Summer 
of  I971*  by  the  American  Academic  Association  for  Peace  in  the  Middle  East's 
Middle  East  Information  Series. 
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necessary  to  account  for  their  almost  simultaneous  explosion  in  1 9/3* 
Moreover,  neither  view  adequately  explains  the  reasons  behind  the  sharp 
reversal  in  Saudi  Arabia's  position  in  early  1973  and  Egypt's  decision 
to  go  to  war  later  that  year. 

As  demonstrated  below,  if  anything  could  explain  Saudi  Arabia's  policy 
reversal  in  1973.  it  is  its  improved  bargaining  position,  a totally  unre~ 
lated  economic  development  which  can  perhaps  best  be  measured  in  terms  of 
capital  reserves  as  shown  in  Chapter  II!.  The  Egypt i an-Syri an  decision  to 
go  to  war  in  1973.  neither  earlier  nor  later,  must  therefore  be  assumed  to 
have  resulted  from  an  inclination  to  exploit  the  opportune  moment  u world- 
wide energy  crisis  In  which  the  Arab  camp  possessed  all  the  trump  cards. 

Thus,  whereas  both  capabilities  and  intentions  on  the  two  sides  of 
the  Arab-lsraeli  conflict  remained  in  1973  very  much  as  they  Wc.':  during 
the  three  preceding  years,  they  were  not  the  triggering  mechanism  of  that 
explosion.  It  was  on  the  o*l  front  that  things  were  developing  fast,  de- 
stabilizing the  region  in  the  process.  The  eruption  of  the  oil  crisis  in 
mid- 1973  facilitated  or  perhaps  triggered  the  outbreak  of  hostilities,  and 

A 

not  vice-versa.  Causality  exists,  In  other  words,  but  it  is  found  !n  the 
predominantly  economic  difficulties  which  the  world  oil  market  had  encoun- 
tered since  .970.  The  fourth  Arab-lsraeli  war  was  neither  a cause  of  the 


Interestingly  enough,  although  most  observers  understand  the  inade- 
quacy of  the  analytical  premise  underlying  the  "political"  view,  they  are 
nevertheless  often  tempted  to  follow  its  prognostic  consequences.  This 
inconsistency  Is  bound  to  have  severe  repercussions  If  carried  o-  by  gov- 
ernments for  long.  Neither  the  oil  crisis  nor  the  Arab-lsraeli  Issue  will 
be  settled  If  the  symptoms  get  all  the  attention  while  fundamental  cau?es 
are  ignored.  It  is  the  policy  implications  of  the  second  view  which 
warrant  implementation,  i.e.,  an  adequate  strategy  to  counter  the  OPEC- 
OAPEC  challenge.  As  to  the  Arab-lsraeli  conflict,  it  has  i ./  ,g  deserved  a 
more  constructive  effort  than  It  will  receive  over  a barrel  of  oU, 
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Oi,  crisis  nor  an  unrelated  event-  U was  a violent  symptu"  or  consequence 
of  an  existing  global  crisis  of  energy  interdependence. 

The  1973  explosion  occurred  as  a result  of  a sudden  economic  exposure 
of  Saudi  Arabia  to  Arab  pressures  to  link  its  production  policies  to  the 
Arab  cause  in  the  Arab-lsraeli  conflict.  This  coincided  with  rapidly 
increasing  American  imports  of  Arab  oil  which  heightened  U.S.  vulnerability 
in  this  area.  From  virtually  no  imports  from  OAPEC  in  1970.  the  U.S.  came 
to  be  dependent  for  29  “ Percent  of  its  oil  import  requirements  on  OAPEC 
sources  by  1973.  The  net  effect  of  these  parallel  processes  was  that  the 
balance  of  oil  power  was  rapidly  shifting  In  favor  of  those  OAPEC  members 
not  dependent  on  a continuous  flow  of  oil  revenues.  Strategically,  the 
political  and  economic  configuration  in  1973  was  conducive  to  a Saudi 
Arabian-led  embargo  of  the  United  States.  A,  the  same  time,  an  artifici- 
ally created  shortage  facilitated  the  subsequent  price  hikes  and  the  con- 
tinuation of  production  cutbacks.  The  deployment  of  the  oil  weapon  followed 
typical  escalation  dynamics.  From  a soderately  ambiguous  putative  stage, 
it  evolved  into  a concrete  n-l-y  with  economic  and  military  dimensions  of 
its  own.  In  a sense,  the  military  attack  on  October  6 was  but  the  contin- 

uat ion  of  Arvo  oil  policy-by  harsher  means. 

* * * 

It  is  a fact  that  Saudi  Arabian  oil  played  a paramount  role  in  the 
background  of  the  197a  Areb-lsrae.i  war.  The  acute  disequilibrium  between 
exporters  and  Importers  described  in  Chapter  II  and  III  should  be  juxtaposed 
against  the  political  events  with  which  It  converged  and  brought  about  the 
October  1973  crisis.  A detailed  reconstruction  of  events  concerning  Saudi 
Arab  an  oil  policies  and  their  relationship  to  the  Arab-lsraeli  dispute  is 
necessary  to  demonstrate  how  this  linkage  was  established  and  developed. 
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Ever  since  the  end  of  the  » 967  war,  Egypt  was  determined  to  restore  the 
status  quo  ante  helium.  This  has  been  the  usual  pattern  of  Arab- Israeli 
relationships-.  i.c.,  while  Israel  at  each  turn  of  the  long  conflict  sought 
to  equate  its  survival  with  the  maintenance  of  any  status  quo,  the  Arabs 
elected  to  fight  Israel  by  challenqinq  any  existing  status  £uo,  thus  bring- 
ing  about  a confrontation  which  created  yet  another  status  guo , equally 
distasteful  for  the  Arabs,  etc.  It  was  clear  to  Sadat  that  to  achieve  his 
goals  he  must  alter  the  American  role  in  the  area.  He  believed  such  an 
alteration  was  possible  through  a constant  appeal  for  American  "even- 
hor.dedness"  and  because  of  the  latent  leverage  of  Arab  cii  power.  H's 
strategy  was  two-fold:  first,  to  cultivate  a Riyad-Cairo  axis;  then  to 

use  a carrot  and  stick  approach  to  decouple  the  U.S.  from  Israel.  This 
strategy  could  have  worked  only  with  the  cooperation  of  Saudi  Arabia. 

Saudi  financial  and  diplomatic  ass i stance  was  essential  for  financially 
poor  Egypt  if  i t was  ever  to  carry  out  the  threat  of  war  in  any  of  these  seif 
prociaimeo  years  of  decision.  As  the  outcome  of  the  war  of  attrition 
suggests,  Egypt  did  not  have  the  military  means  to  expel  Israel  from 
Sinai;  the  Soviet  Union  was  stalling  on  the  supply  of  strategic  weapon 
systems;  and  Amer ican- 1 s raci i ties  were  stronger  than  ever,  particularly 
in  the  aftermath  of  the  joint  Amer i can- I s rael i maneuver  during  the  Jordan 
crisis  of  September  1970.*  American  policy  in  the  area  was  designed  for 
the  preservation  of  the  ba I ance-of-power  as  a means  of  maintaining  regional 
stability.  What  the  U.S.  perceived  as  a stable  framework  which  could  lead 


rThis  high  point  of  Arne  ri  can- Israel  i strategic  ^perat  ion  in  the 

Foreign  i Brlndon^  "v-re  We  Masterful..." 

and  'javu.  Schoenbaum's  "...Or  Lucky?  PP-  5 
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to  fruitful  negotiations  between  the  parties  concerned  was  viewed  by 
Egypt  as  a deadlock.  Egypt's  policy  was  aimed  at  breaking  that  deadlock. 

Egypt  had  proclaimed  that  1971  and  1972  would  be  "years  of  decision." 
In  plain  language,  the  long-expected  military  effort  to  force  Israel  to 
evacuate  the  Sinai  was  due  to  take  place.  When  nothing  of  the  sort 
occurred,  Sadat  had  to  face  internal  criticism  and  a gradual  loss  of  inter- 
national prestige.  At  the  same  time,  the  United  States  seemed  to  have 
achieved  the  stable  regional  power  balance  within  which  it  was  ready  to 
pursue  diplomatic  initiatives.  Cairo,  however,  had  no  reason  to  welcome 
this  prospect.  Stability  by  definition  meant  that  no  urgency  was  attached 
to  political  movement  on  the  Arab-lsraeli  question.  Furthermore,  a U.S. 
role  of  balancer  in  the  region  translated  itself  in  practical  terms  into 
a rather  explicit  pro-Israel  economic  and  military  supply  policy. 

The  United  States  did  not  favor  the  i s r ae 1 i position  that  security 
considerations  justified  the  retention  of  most  of  her  territorial  acqui- 
sitions. In  fact,  the  U.S.  has  never  explicitly  changed  the  spirit  of 
the  1969  Rogers  Plan  which  provided  a formula  for  an  almost  total  Israeli 
withdrawal  from  lands  occupied  as  a result  of  the  1967  war.  But  as  long 
as  the  Soviet  Union  remained  heavily  Involved  on  the  Egypt i an-Syr Ian  side, 
an  American  stabilizing  policy  could  not  but  take  the  form  of  support  for 
Israel.  Thus,  in  practice  and  for  the  short  term,  and  in  reaction  to  con- 
crete regional  realities,  U.S.  policy  favored  balance  in  pursuit  or  other 
regional  objectives,  such  as  maintaining  the  pro-American  Jordanian  regime. 

I 

While  a certain  ambiguity  and  divergence  characterized  Americai.  policy  in 
the  area  for  a considerable  period,  it  was  clear  that  regional  stability 
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unwelcome  to  the  staunchly  ant i -Commun i st  Saudi  government.  But  Sadat  was 
willing  to  gamble  and  i_ay  the  price  for  courtinq  Saudi  Arabia.  At  the 
urging  of  Faisal,  Sadat  agreed  to  expel  Soviet  advisers  from  Egypt  in 
July  1972.  Apparently,  Saudi  Arabia  felt  that  such  expulsion  would  bv 
itself  bring  the  desired  American  re-thinking  of  its  Middle  East  policy. 

The  expulsion  indeed  did  have  an  effect  on  American  policy  but  it  fell 
short  of  an  adoption  of  the  French  type  of  even-handedness  the  Egyptians 
hoped  for.  Consequently,  Faisal  became  exposed  to  increasing  Egyptian 
pressure  to  couple  his  country's  oil  policy  to  the  joint  anti-Israeli 
Arab  cause.  The  offical  Saudi  line  up  to  that  time  was  that  oil  and 
politics  should  not  be  mixed,  a position  which  probably  reflected  the 
sobering  impact  of  the  futile  1967  gambit  more  ':han  the  monarchy's  true 
sympathies. 

Thus,  as  late  as  October  1972,  exactly  a year  before  the  Yom  Klppur 
war  of  1973,  Saudi  Oil  Minister  Yamani  offered  a major  deal  to  the  United 
States  in  traditional  commercial  terms.  He  proposed  that  Saudi  oil  be 
admitted  into  the  U.S.  duty-free  and  that  Saudi  Arabia  be  allowed  to  invest 
In  the  U.S.  oil  industry  in  what  are  commonly  cal  ltd  'downstream'  oil 
operations:  i.e.,  from  transport  and  refining  down  to  the  operation  of 

gasoline  stations  across  the  country.  In  return,  Saudi  Arabia  would 
"practically  guarantee"  the  continuous  flow  of  oil  to  the  United  States, 


In  S*  "Arab  Politics,  Peace  and  War"  (Orbis,  Fail,  1 97^*)  , Nadav 
Safran  gives  a reasonably  full  account  of  the  regional  politics  prior  to 
the  1973  October  war.  The  role  of  the  U.S.  and  the  U S.S.R.  is  examined 
by  Abraham  Becker  in  "The  Superpowers  in  the  Arab- Israeli  Conflict,  1 970- 
1973,"  The  RANO  Corporation,  P-5167,  December  1973. 
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"thus  going  a long  way  toward  alleviating  the  energy  shortage  now  facing 
the  U.S."* 

The  proposal  was  timely  and  attractive.  The  United  States  had 
grounds  for  concern  about  the  long-term  reliability  of  Saudi  Arabia  and 
other  Arab  countries  as  a major  energy  source;  as  their  participation 
shares  in  ARAMCO  were  growing,  the  Saudi  Arabians  were  increasingly  eager 

to  find  safe  and  familiar  outlets  for  their  capital  surplus  in  the  down- 
stream activities  of  the  oil  market.  James  Ak'ns,  then  Director  of  the 
State  Department's  Office  of  Fuels  and  Energy,  considered  Yamani's  idea 
"an  extremely  important  proposal"  that  should  be  carefully  weighed  by 
tne  U.S.  He  argued  that  we  "would  welcome  such  investment  as  an  offset 
to  the  payments  for  imported  oil,"  and  naively  went  on  to  urge  Saudi 
Arabia  to  also  invest  in  coal  and  nuclear  energy,  an  idea  which  Yamani 
immediately  rejected.  Saudi  Arabia's  purpose,  after  all,  was  to  secure 
a share  of  the  energy  market  for  itself,  not  to  finance  its  future 
restriction.  Thus,  as  late  as  a year  prior  to  the  Yom  Kippur  war,  Saudi 
Arabia  displayed  a strictly  businesslike  approach  to  the  question  of 
reliability  of  supply.  While  perceiving  that  insurance  of  future  supplies 
was  a marketable  commodity,  the  Saudis  attached  a price  to  such  a guarantee 
which  was  purely  commercial  and,  in  terms  of  economic  conditions,  available 

Shlomo  Erel,  In  his  Petroleum — The  Phenomenon  of  a Modern  Panic 
(Jerusalem:  Orion  Pub'ishing,  1975),  p.  93,  evaluates  the  Saudi  offer 
as  "poisonous."  A mo  -e  charitable  explanation  Is  that  the  offer  was 
raised  during  an  academic  conference  and  never  carried  sufficient  weight 
to  be  considered  at  the  highest  American  echelons.  For  Yamani's  pro- 
posal and  summary  of  the  proceedings,  see  Middle  East  Institute,  the 
26th  Annual  Conference  Record,  "World  Energy  Demands  and  the  Middle 
East,"  Washington,  D.C.,  September  1972. 

* "Yamani  Tempts  Us  with  Vast  Oil  Deal."  Oil  and  Gas  Journal,  October 
9.  1972. 
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only  to  the  United  States.  Despite  support  from  Akins,  the  proposed  U.S.- 
Saudi  Arabia  bilateral  deal  never  got  off  the  ground. 

This  was  the  political  prelude  to  the  creation  of  the  linkage,  but 
the  immediate  reasons  for  the  establishment  of  the  linkage  lie  In  four 
developments  related  to  the  trade  of  oil.  First,  the  Saudi  offer  to  the 
U.S.  was  not  accepted;  second,  the  U.S.  at  the  same  time  evolved  Into  a 
potentially  major  customer  of  Arab  oil;  third.  Saudi  Arabia  began  facing 
growing  monetary  reserves  whose  value  was  being  eroded  due  to  world  Infla- 
tion; fourth,  and  most  important,  Saudi  Arabia  turned  from  an  expansionist 
producer  to  a potential  conserver.  In  addition,  OPEC  as  a group  saw  1973 
as  a year  for  major  restructuring  of  the  market  relative  to  the  terms  of 
trade  and  the  producers'  sovereignty  over  their  oil  resources*  All  these 
combined  in  bringing  Saudi  Arabia  to  the  forefront  of  the  conflict  and 
thus  made  another  economic-military  offensive  possible. 

A * * 

The  Arab  oil  embargo  of  1973  was  neither  a spontaneous  explosion 
nor  a quick  reaction  to  rapidly  unfolding  crisis  conditions.  Instead, 
the  embargo  was  the  culmination  of  an  escalation  process  which  began 
almost  a year  earlier.  The  oil  weapon  was  activated  in  several  distinct 
phases,  each  more  meaningful  than  its  predecessor.  It  is  important  to 
trace  the  deployment  of  the  oil  weapon  to  its  earliest  manifestations. 

During  1972  Arab  leaders  made  about  fifteen  separate  public  threats 
to  use  oil  as  a political  weapon  against  the  United  States.  These  threats, 
however,  came  from  such  radical  sources  as  Ba'athlst  Iraq  or  Kaddafi  of 


*ln  March  1973,  at  a special  Ministerial  meeting  of  OPEC  in  Beirut, 
a demand  was  made  for  immediate  negotiations  with  the  oil  companies  to 
obtain  a revision  of  the  1972  Geneva  formula  and  full  cooperation  for  t 
devaluation  of  the  U.S.  dollar  ("Revision  of  Geneva  Agreement  Sought, 
Petroleum  Press  Service,  April  1973)- 
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Libya.  In  late  1972  a conservative  Saudi  Arabia  was  sti'l  adhering  to 
the  self-proclaimed  doctrine  that  "oil  and  politics  do  not  mix,"  and 
King  Faisal  reiterated  the  assertion  that  ’ie  would  never  use  oil  for 
oolitical  purposes.  In  January  1973  the  first  indications  appeared  that 
this  doctrine  was  cracking.  At  the  time,  the  National  Assemby  of  Kuwait 
another  conservative  Arab  regime,  approved  a proposal  to  halt  oil  supplies 
to  the  Western  concession  holders  in  the  event  of  an  outbreak  of  hostili- 
ties between  Israel  and  the  Arab  states.  In  April,  the  Arab  League  Council, 
meeting  in  Cairo,  urged  all  Arab  countries  to  use  their  trade  policies  as 
weapons  against  the  U.S.  and  other  countries  supporting  Israel.  The  oil 
weapon  was  thus  placed  on  the  political  agenda. 

The  month  of  April  signaled  the  most  important  transformation  to 
date  in  the  complex  constellation  of  oil  economics  and  the  politics  of 
the  Arab- Israel i dispute.  In  a major  reversal  of  policy,  Saudi  Arabia 
decided  to  enlist  its  oil  power  in  the  Arab  cause  in  that  dispute.  A 

coincidence  of  economic  expediency  and  national  zeal  clearly  caused  this 

* 

reve  rsa I . 

The  American  majors,  ARAMCO's  parent  companies,  wanted  the  Saudi 
government  to  commit  itseif  to  the  ambitious  production  target  of  20 
million  barrels  daily  by  1980.  Indeed,  Saudi  Arabian  exports  grew  at 
an  astonishing  rate  from  3-2  million  barrels  per  day  in  1970  to  5.^ 
million  barrels  daily  in  1972,  and  to  8.7  million  barrels  daily  on  the 
eve  of  the  embargo.  The  majors  wanted  Saudi  Arabia  to  keep  on  expanding 
production.  Two  considerations,  however,  militated  against  such  expansion. 

It  was  In  April,  too,  that  the  Defense  Intelligence  Agency  procured 
a detailed,  three-phase  Egyptian  attack  plan  which  called  for  a crossing 
of  the  Suez  Canal,  the  capture  of  the  Mitla  Pass,  and  the  conquest  of  all 
of  Sinai.  See  Tad  Szulc's  "Seeing  and  Not  Believing,"  The  Nation,  Decem- 
ber 22,  1973.  


t 


H » - 22  39- RR  123 

First,  Saudi  Arabia,  the  swing  state  in  the  oil  business,  having  attained 
the  embarrassingly  high  level  of  production  of  over  8 million  barrels  per 
day,  lacked  the  ability  to  absorb  or  invest  its  huge  revenues,  and  had  to 
consider  restricting  output.  It  was  expedient  to  obscure  the  compelling 
economic  reasons  for  this  action  by  linking  economics  to  politics,  a not 
uncommon  practice  in  this  business.  After  all,  why  should  one  admit  greed 
and  monopolistic  practices  when  it  is  possible  to  use  a political  fig  leaf 
and  reap  political  benefits  as  a bonus?  In  1971,  for  instance,  Libya 
nationalized  BP's  interests  ostensibly  in  retaliation  for  Britain  allowing 
Iran  to  take  over  the  Abu  Musa  and  Tunbs  islands  in  the  Gulf.  Nor  is  the 
decision  to  restrict  production  new.  In  1970,  Libya  cut  its  production 
by  one-third  and  two  years  later  Kuwait  froze  production  at  just  over  3 
million  barrels  per  day.  Whereas  the  production  of  oil,  like  participation 
agreements,  is  a process  to  which  economics  is  paramount  and  politics 
subsidiary,  politics  often  offers  a convenient  disguise.  It  almost  seems 
that,  if  Israel  did  not  exist,  the  Saudis  would  have  had  to  invent  it. 

Secondly,  ARAMCO  itself  could  benefit  from  shifting  the  focus  of 
attention  from  the  economic  and  technical  realms  to  the  political.  For 
instance,  as  early  as  1972,  ARAMCO  argued  that  a cut  in  Saudi  production 
was  needed  in  order  to  protect  the  ultimate  technical  recoverability  of 
the  oil  fields.  That  argument,  it  should  be  noted,  must  have  disappointed 
ARAMCO' s parent  companies.  Establishing  a false  connection,  therefore,  for 
the  planned  output  restrictions  took  both  Saudi  Arabia  and  ARAMCO  off  the 
hook.  It  also  gave  Egypt  the  linkage  strategy  it  sought.  In  other  words, 

1 

while  future  world  demand  for  cheap  energy  was  made  to  appear  as  hinging 
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upon  an  expansive  Saudi  production  policy,  Saudi  Arabia’s  and  ARAMCO's 
interests  called  for  a restrict, ve  oolicy  instead.* 

In  the  words  of  Youssef  Saiygh,  an  Arab  economist,  "the  ability  to 
be  patriotic  while  making  a buck"  facilitated  the  reactivation  of  the 
political  linkage  between  the  production  and  exportation  of  petroleum 
and  the  political  context  of  the  Middle  East.  In  that  month  Minister 
Yamani  told  Secretary  Rogers  and  Mssrs.  Haldeman  and  Erlichman  at  the 
White  House  that  Saudi  Arabia  "will  not  significantly  expand  its. ..oil 
production  level  unless  the  U.S.  changes  its  pro-Israeli  stance."  He 
called  upon  the  United  States  to  create  "the  right  political  atmosphere" 
for  an  expansion  of  Saudi  Arabian  production.  At  the  same  time  Cairo’s 
AlAhram  delineated  in  a most  explicit  fashion  the  oil  strategy  which  was 
expected  to  persuade  the  U.S.  to  pursue  "a  more  evenhanded  policy."  The 
strategy  was  to  involve,  first,  cutting  of  exports  to  the  U.S.;  second, 
withdrawal  of  Arab  deposits  in  U.S.  banks  to  be  redeposited  in  "friendly" 
West  European  countries. 


to  20  Im,? ? "V  ^"ecessarily  going  to  expand  production 

Sum  2*?  J I barrels  daily  in  1980  can  be  learned  from  a SoCal  memoran- 
dum dated  August  9,  1973.  The  document  gives  three  estimates  of  Saudi 
production,  as  shown  below,  with  an  indication  tl.at  the  most  iikeiy  pro- 
duction growth  rate  was  to  be  somewhat  more  modest  than  Case  2.  inter- 
estingly, SoCai  was  not  unaware  of  the  coming  OPEC  challenge.  its  fio- 
VVrV  exPl'citly  admitted  in  the  August  memo,  "are  estimated  on 
e basis  that  crude  prices  will  increase  substant ial iv. " That  is  the 
stuff  on  which  conspiracy  theories  are  established. 


TEN  YEAR  CRUDE  SUPPLY/DEMAND  FORECAST 
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Once  the  linkage  was  established  escalation  became  imminent.  The  same 
processes  of  infiamatory  rhetoric  and  escaiatory  po'icy  that  character- 
ized the  pre-Suez  1956  months  or  those  of  May  and  June  1967  were  now 
repeated.  The  escalation  ladder,  described  below* was  composed  of  two 
principal  putative  phases.  The  first,  from  April  to  June  involved  a 
vague  demand  for  a more  pro-Arab  American  policy  tied  to  a threat  of  an 
oil  sanction  in  the  form  of  a more  restrained  policy  of  production  expan- 
sion than  expected.  The  second  putative  stage,  less  ambiguous  but  more 
threatening,  lasted  from  July  to  October.  The  threat  was  escalated  to 
that  of  a straight  restrictive  oil  policy  in  the  form  of  a putative  threat 
made  actual/'  The  putative  phase  for  which  the  medium  was  often  as  impor- 
tant as  the  message,  involved  the  oil  companies  actively  lobbying  as  agents 

of  the  Saudi  government,  receiving  instruct  ons  and  reporting  to  it  in 
due  order. 


First  Pha„e 

Iraq,  Kuwait,  Algeria  and  Libya  stage  a symbolic  protest 
against  isracl's  continued  existence  as  a nation  by  tempor- 
arily halting  the  flow  of  oil  to  the  West.  Stoppage  lasts 
an  hour  to  24  hours. 

Egypt's  Sadat  calls  for  use  of  oil  weapon  against  the  U.S., 
telling  Parliament  "the  case  is  one  of  a protracted  struggle 
and  not  only  the  Suez  Canal  battle.  There  is  the  battle  of 
America's  interests,  the  battle  of  energy,  the  battle  of  the 
Arabs.  These  are  big  battles  for  which  we  must  plan  and 
coordinate." 


ii  . 

This  chain  of  events  is  taken  from  U.  Arad,  "The  1973*1974  Arab  Oil 
Embargo--Facts , Figures  and  Analysis,'  Hi-2083*P,  July  19,  1974. 

For  a distinction  between  putative  and  actual  power  see  Klaus  Knorr 
Power  and  Wealth  (New  York:  Basic  Books,  1973),  pp.  |3-2G.  ’ 

The  full  extent  of  this  bizarre  instance  of  American  companies  seek- 
ing to  alter  their  government's  foreign  policy  on  behalf  of  a foreiqn 
country  is  given  in  the  Church  Hearing,  part  7. 
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July  - 


Second  Phase 

Pachachi,  former  OPEC  Secretary-  Cener,,  argues  tha,^ , 

"merely  holding  production  to  its  Pr“®  brink  Qf  a 

exporting  countries  could  bring  the  U.S.  to  the  brink 

severe  energy  crisis  within  one  year. 

in  Geneva,  Faisal  tells  ARAMCO  repres  entail  “tegorlc  al  I' y 

that  in  principle  the  idea  of  a P^“C  ion  freeze  ^ 

isi'«,.r».r.rs  tttrtifrrntsrtt  h,sy .. 

if  d7ir..r  c]«; 

with  the  U.S.  if  American  support  for  Israel  remains  at  Its 
present  level." 

?„;;r?hX;r  srj. 

tl.  ''rs^r-’X-  ifbeCi^  srs 


jc  / . o • i i ;nn  harr^l  5 3 dsy)  W3S  COfltCItlp 

That  a production  freeze  | (r^8d  ^ ^ ftrab  0M  'Freeze'  in 

that  Sakkaf  had  suggested  that  action  m g reached  after  the  non* 

- -ferret  •ZSK  SSir  uK*  of  September. 
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- plO' s Arafa.  visits  Faisal  and  advances  his  support  of  a 
production  freeze. 

..h  NRf  Faisal  claims  that  Saudi  Arabia  was 
AuO-  • inler'1 ““  rease  her  oil  production  beyond  the  limits 

not  prepared  to  , r conditions  were  met: 

of  funds  she  crn  absor  un  f pc  t i ve  l Y assist  the 

■■First,  the  U.5.  and  the  West  mus  « “^,n  order 

kingdom  of  Saufi  Arabia  in  in  u ;ncomc  to  oi  1 .Second  1 y , 

to  create  an  alternative  source  of  mco™ ; « ° by  the 

.... 

be  present." 

The  strategy  to  change  the  course  of  American  foreign  policy  thus 
unfolded  in  several  stages.  The  first  involved  the  carrot  of  the  expul- 
sio„  of  the  Soviet  Union  and  the  second  the  stick  of  a putative  use  of 
the  oil  weapon;  only  the  third  phase  called  for  actual  military  and  econ- 

omic  warfare. 

By  late  August  the  irreversibility  of  the  imminent  showdown  became 
car.  At  a series  of  intensive  consultations  top  level  Arab  leaders 
discussed  using  a restrictive  oi I policy  as  an  integral  accompaniment 
to  another  military  offensive  against  Israel.  Juan  de  Oms  of  The 
York  Times  concluded  that  "the  Arab  leaders  believe  that  the  present  oil 
situation  gives  them  tacticai  advantages  that  they  did  not  enjoy  in 
,967.n*  this  frame  of  mind,  the  oil  ministers  of  ten  Arab  nations 

met  in  Kuwait  to  coordinate  OPEC's  pricing  Imperatives  with  OAPEC's 
political  objectives. 

Specifically,  the  central  Issue  of  the  September  A conference  was 
the  question  of  combining  the  restrictive  oil  programs  with  a boycott  of 
the  united  States.  It  Is  noteworthy  that  the  debate  crystallized  into 
two  opposing  factions,  both  of  which  showed  « marked  tendency  toward 
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York  Times,  September  , 1973. 
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greater  aggressiveness.  Saudi  Arabia,  Kuwait,  and  some  other  states 
favored  a continuation  of  the  putative  phase,  pending  clarification  of 
the  American  response  to  Faisal's  warnings  that  production  would  be 
frozen  if  Washington  failed  to  relax  its  support  for  Israel.  Other  Arab 
states  supported  even  more  radical  moves,  such  as  immediate  production 
cutbacks  or  th.*  imposition  of  selective  export  controls.  Iraq,  for 
instance,  proposed  a massive  cutoff  for  a period  of  ten  years.  The 
meeting  delegated  final  decisions  to  a forthcoming  meeting  of  heads  of 
state  in  the  non-aligned  summit  in  Algiers. 

If  the  Arabs  needed  a last-minute  encouragement  to  go  ahead  and  actu- 
alize their  oil  threats,  they  received  it  early  in  September.  At  a news 
conference  in  the  White  House,  President  Nixon  said  that  the  U.S.  was 
giving  the  highest  priority  "to  achieving  a Middle  East  settlement  that 

would  put  an  end  to  Arab  threats  to  curtail  future  oil  deliveries  to  West- 
* 

ern  countries."  The  admission  of  a linkage  by  the  direct  victim  of  the 
oil  pressure  marked  the  success  of  the  putative  phase.  From  an  American 
point  of  view,  the  last-minute  attempt  to  appease  the  Arabs  by  preaching 
"evenhandadness"  proved  pitiful  and  sel f-daf eat  i ng.  Within  four  weeks, 
the  American  pledge  for  peace  encouraged  the  Arabs  to  embark  on  another 
war,  and  American  hope  that  such  a policy  would  contribute  to  the  security 
of  supply  made  it  more  insecure  than  ever. 

At  the  Algiers  summit,  some  two  weeks  later,  the  Arabs  agreed  to  em- 
bark on  a fourth  Arab-lsraeli  war,  supporting  it  by  the  oil  weapon  and  oil 

A 

Bernard  Gwertzman,  "A  Mid-East  P 1 edge--Pres i dent  is  Seeking  a Settle- 
ment to  End  Oil  Threats  by  Arabs,"  The  New  York  Times,  SeptemDer  6,  1973. 
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moneV-  The  Soviet  Union  was  notified  of  the  decision,  and  a third  Arab 
oil  offensive  against  the  West  began. 


The  Act  ua I Phase 

The  actual i zat ion  of  the  oil  weapon  showed  that  it  can  indeed  provide 
a political  pretext  for  an  economically  motivated  action. **  Thus,  the 
first  move  in  the  Arab  oil  offensive,  overtly  designated  as  the  "oil 
weapon,"  was  Iraq's  nationalization  of  Exxon  and  Mobil's  23.75  percent 
share  in  the  Basrah  Petroleum  Company  which  produced  about  one-third  of 
Iraq's  total  crude  output.  A|-eady  suffering  from  depressed  production 
ieve's,  Iraq  was  evidently  unable  to  make  more  cutbacks  as  its  contri- 
bution to  the  oil  offer.sive  and  preferred  to  advance  its  expropriation 
objectives  under  the  banner  of  the  "decisive  reply ... aga Inst  the  Imper- 
ial i st-Z Ion i st  aggression  on  the  Arab  nation."  Two  weeks  later,  Iraq 
completed  the  nationalization  process  by  taking  over  the  60  percent 
Dutch  share  of  Shell's  23-75  percent  share  of  BPC ; Guibenklan's  famous 

t 

five  percent  share  followed  In  due  course. 

As  pre-arranged  before  the  outbreak  of  the  war,  Yamanl  and  Foreign 
Minister  Sakkaf  warned  the  United  States  that  Saudi  Arabia  would  cut 


That  coordination  at  the  highest  levels  of  the  joint  Arab  oil  am'  war 
offensives  preceded  the  October  crisis  can  be  learned  from  MendenschauScsn* s 
he  U.S.  and  Europe  in  an  Energy  Ambush."  The  role  of  Algeria  in  engineer- 
ing that  offensive  to  establish  the  "new  economic  order"  has  still  to  be 
studied  The  Arab  strategy,  as  analyzed  by  a sympathetic  journalist,  is 
described  in  Juan  de  Onls’  "Arabs'  Emerging  Oil  Strategy,"  The  New  York  Times, 
September  k,  1973- 

A A 

There  are  few  thorough  studies  of  the  evolution  of  the  Arab  oil  offen- 
slve  in  the  fall  of  1973-  A concise  but  wel I -documented  analysis  is  given 
in  the  Stockholm  International  Peace  Research  Institute's  Oil  and  Security 
(New  York:  Humanities  Press,  197**).  The  report  was  written  by  Bo  Heineback, 
a member  of  the  SIPRI  staff. 
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back  production  by  10  percent  immediately  and  an  additional  five  percent 
each  month  if  the  U.S.  undertook  to  rearm  Israei.  The  Chairmen  of  the 
Boards  of  the  four  ARAMCO  partners  were  assigned  the  task  of  delivering 

A 

the  message  to  the  White  House,  which  they  promptly  did.  The  joint  Arab 

* 

strategy  was  aimed  at  engaging  Israei  in  a h i gh- i ntens i ty  war  of  attri- 
tion and  simultaneously  isolating  her  from  the  United  States.  The  stra- 
tegy wbs based  on  the  sound  premise  that  Israei  cannot  fight  a protracted 
high- intens i ty  war;  Saudi  Arabia's  effort  was  to  harness  her  oil  leverage 
to  this  postulate. 

As  the  war  began,  Egypt  pressed  the  Arab  states  producing  oil  to 
appiy  the  oil  weapon  oy  withholding  supplies.  Saudi  Arabia,  however, 
feared  a repetition  of  the  seif-defeating  1967  oil  action;  while  its 
foreign  exchange  reserves  had  improved  considerably  since  that  time, 

Saudi  Arabian  leaders  were  apparently  unsure  of  their  bargaining  position 
and  uncertain  about  the  altered  circumstances  in  which  they  now  found 
themselves,  but  their  OPEC  partners  eased  their  misgivings. 

While  the  fighting  along  the  Suez  and  Goian  fronts  continued,  the 
ieaders  of  OPEC  sought  to  revise  crude  oil  prices.  The  Persian  Guif 
states,  led  by  non-Arab  Iran,  undertook  a price  gambit  aimed  at  revising 
tne  5-year  pricing  agreement  signed  at  Teheran  in  1971.  The  first  re- 
quest for  a fundamental  redrafting  of  the  agreement  was  made  at  a meeting 
at  OPEC  headouarters  in  Vienna.  The  announcement  came  from  Kuwait  that 
crude  oii  prices  would  rise  by  more  than  70  percent,  a result  of  unilat- 
eral price-fixing  arrangements  to  replace  the  Yeheran  pact.  Predictably, 

*See  the  October  12  Memorandum  to  the  President,  reproduced  In  the 
Church  Hearings,  p.  5^7. 
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"e9°tia'i0ns  t0  st  — the  OPEC  package. 

On  October  9,  representative  officials  of  ,h  • 
net  with  OPEC  in  Vienna  The  companies 

lenna.  The  companies  submitted  an  off 

8 -cent  Increase  in  posted  prices  and  , H ^ ^ 

inflation  factor  OPEC  f <h' 

ltor-  OPEC  refused  and  iP-  te*ri 

crease  in  ,h  Pr°posed  8 100  —cent  'n- 

he  O05'"1  Price,  plus  an  inflation  ad'  , 
t.  k t 1 adjustment  in  line  with 

the  wholesale  ^ wlcn 

these  d m CX  WhCn  thG  C°mPanieS  wou,d  "°t  accommodi. 

demands,  OPEC  broke  off  negotiations  after  two  weeks  Repr 

tives  of  the  si*  p . Represen ta- 

ine  Sl*  Persian  Gulf  ^ u 

members  of  OPEC  met  in  Kuwait  to 
Present  a unilateral  , “wait  to 

*1  8nnOU"C'"*"t  of  new  price  levels  The  „ , 

•in.sm  established  at  the  orevl  PF  “ "*Ch_ 

— Price  of  OPEC  "in9,  ^ 

OPEC  crude  mld  f,Mt  according  Mrket  trend$ 

ppp  Participant  put  it,  5 

I would  like  to  tell  »k 

:s  not  we  as  producers  tha^wH^det  J'°S*  th'S:  Now  ' t 

you  as  consumers,  we  will  wait  and  the  Pr'ce  but 

PMces  are  and  then  calculate  the  ma"ket 


the  cone  Iusion°of  the  'event^  L??  J‘  *•*"’  W*S  wr,ttenlnd  submitted  b f~~~ 
XS™?  ';;~^~l!llct.  Report ' 

P-  « COm"'ttee  Fo--0"  Affair”  ;?dN?oVnt!r.s3;  , 
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Table  4.1 

POSTED  PRICES  AND  GOVERNMENT  TAKE,  OCTOBER  1973_ 

'US  dollars  per  barrel) 


Ocf  1 

Oct  16 

Oct  I 

34  ' 

3011 

5 119 

1 77 

34  ' 

2 995 

5 091 

1 75 

35  ' 

2 977 

5 06’ 

1 74 

31  ' 

2 884 

4 903 

1 71 

39  ' 

3 084 

6 045 

1 82 

40  ‘ 

3 143 

6 343 

1 81 

40  • 

4 604 

8 925 

2 83 

3 05 
3 02 
3 00 

2 94 

3 58 
3 15 
545 


Ataman  Light 
Iranian  Light 
Iraq  Basra*' 

Kuwait 

Abu  Dhabi  Mu'ban 
Oata*  Dukham 
L'bya 

freight  premium 

Petrnlpum  Economist  . January  1971*- 

The  ministers  decided  on  a posted-pr.ce  increase  of  Arabian  light  crude 

tr„  55.09  to  55-12,  which  mean,  . higher  go »h.  (70  to  95  -r 

. frr_  A u s.  House  of  Representatives 
cent;  5.C  T.bl.  5.1)  than  over  before.  A 

Fore  I go  Affairs  Co-1  Me.  report  concluded  that, 

[Emphasis  added.] 

» * 

The  Areb  oil  producers  -ere  thus  pieced  under  ,-o  types  of  pressure. 
p„th  cul.ln.tio,  in  October.  First,  OPEC  -es  pushing  sore  ul^rously 
then  ever  the  cl.ss.c  c.rt.l  t.ctic  of  restricting  output  in  order  to 
drive  prices  up.  The  decision  to  floe,  posted  prices  h.d  the  effect  of 

*v.  .mired  States  0~  <-r,.ne  end  the  Ar,b-JJreeli^onfU»~^f ■ 

to  the  House  of  Representatives).  P- 
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stimulating  cutbacks  in  production.  Second,  Egypt  and  Syria  were  calling 
for  a real  cutback  in  production  once  the  Arab  bluff  was  called  by  the 
U.S.  decision  to  resupply  Israel.  That  decision,  reacheu  on  October  1 
and  made  public  two  days  later,  was  not  sufficient  in  itself  to  produce 
an  embargo.  The  OPEC  meeting  in  Kuwait,  however,  did  so.  The  economic 
incentive  apparently  was  stronger  than  the  political. 

Thu-:,  subsequent  to  the  Kuwait  decision,  OAPEC  revealed  on  October 
17  a plan  to  limit  oil  production  and  gradually  reduce  exports  to  certain 
countries  until  Israel  was  forced  to  withdraw  from  Arab  territories  cap- 
tured in  rhe  1967  war.  The  price  increases  which  preceded  the  embargo 
were  a master  stroke  in  the  Arab  oil  offensive.  At  the  reduced  production 
levels  necessitated  by  the  "oil  weapon"  the  boycotting  countries  would  in- 
cur few  if  any  monetary  losses.  The  reduction  of  outout  in  itself  obviously 
served  to  sustain  higher  prices.  Of  these  two  mutually  reinforcing  pro- 
cesses, as  events  were  to  demonstrate  later,  the  profit  motive  still  loomed 
larger. 

At  a brief  formal  meeting  of  the  ten  OAPEC  oil  ministers  on  Octobei 
17,  the  first  concrete  step  to  curtail  prodiction  was  taken.  The  main 
points  outlined  were  as  follows: 

a)  To  cut  oil  product itn  by  a minimum  of  5 percent,  using  the 
September  1973  level  as  a base.  Additional  5 percent  cuts 
were  to  be  announced  each  month,  using  the  previous  month's 
production  level  as  the  point  of  reference.  Each  countrv 
was  allowed  individually  to  increase  the  percentage. 

b)  To  continue  exporting  the  same  quantity  of  oil  as  before 
the  cutback  and  extend  exceptional  treatment  to  any  state 
which  either  remained  friendh,  to  the  Arab  states  or  took 
"significant  measures  ^gainst  Israel." 
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c)  To  subject  the  U.S.  to  the  rost  severe  cuts  in  proportion 
to  the  amounts  of  crude  and  products  It  imported  from  each 
OAPEC  member,  with  the  aim  that  "this  progressive  reduction 
should  lead  to  a total  halt  in  Arab  supplies  to  the  United 
States." 


d)  To  notify  the  operating  oil  compjnies  of  the  desired  pattern 
of  exports  for  any  given  months.* 


Each  OAPEC  member  was  to  take  whatever  action  was  necessary  toward  the 
concessionary  firms  to  hold  them  responsible  for  carrying  out  the  gov- 
ernment's instructions,  including  threats  of  penalties  for  failure  to 
comp  I y . 

Interestingly,  the  political  conditions  which  the  Kuwaiti  action 
sought  to  attain  fell  short  of  the  hardened  position  the  Arabs  were  to 
adopt  months  later.  Instead,  the  "oil  weapon"  was  to  remain  in  effect 
"untii  such  time  as  total  evacuation  of  Israeli  forces  from  II  Arab 


territory  occupied  during  the  June  1967  was  is  completed  and  the  legitl- 

** 

mate  rights  of  the  Palestinian  people  are  restored."  Although  this 


demand  was  highly  ambitious  in  terms  of  political  objectives,  it  reflec- 
ted the  initial  Arab  military  successes;  Arab  reversals  on  the  battle- 
field were  yet  to  come.  Oesplte  the  amlitious  tone  of  this  statement, 
it  did  not  mention  the  "political"  or  "national"  rights  of  the  Palestin- 
ians; this,  too,  lay  ahead. 

The  economic  objectives  and  '-onstraints  which  underlay  the  first 
Kuwait  Agreement  were  even  more  important.  In  contrast  to  the  political 
objectives,  the  decision  reflected  the  uncertainties  and  counter-produc- 
tive nature  of  economic  warfare,  and  the  precedence  of  economic  over 


The  official  texts  and  communiques  related  to  the  embargo  can  be 
found  in  SIPRI's  0 i I and  Secur i ty . pp.  118-123. 


kk 


The  United  States  Oil  Shortage  and  the  Arab-lsraell  Conflict.  Reoort 

Mai  i C a r\f  — 1 _ I.  O " '■  r 


the  House  of  Representatives,  p.  kB. 
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political  considerations.  Thus  a secono  and  more  relevant  time  frame 
for  the  discontinuation  of  the  oil  ction  was  determined  as  the  point 
where  the  economies  of  individual  countries  vould  not  "permit  any  further 
reductions  without  detriment  to  [their]  national  or  Arab  obligations. 
Nonetheless,  this  escape  clause  did  not  alleviate  Iraq's  reservations 
about  the  plan  which  it  therefore  refused  to  sign.  Iraq  argued  against 
ouiput  restrictions  and  called  instead  for  the  severance  of  diplomatic 
relations  between  all  Arab  spates  and  the  U.S.,  as  well  as  the  withdrawal 
of  Arab  funds  deposited  there.  Above  all,  Iraq  pushed  for  its  own  version 
of  the  oil  weapon,  outright  nationalization  of  American  and  other  Western 

oil  holdings. 

Such  disagreements  within  OAPEC  regarding  the  form  the  oil  weapon  should 
take  is  indicative  of  the  fact  that  each  member  country  sought  to  advance  Its 
own  political,  and  uiore  importantly,  its  own  economic  self-interests  under  the 
banner  of  Arab  solidarity  in  the  struggle  against  Isreal.  For  example, 

Iraq,  an  "expansionist"  country  in  terms  of  its  production  programs,  was 
lukewarm  towards  the  gradual  production  limitations  put  forth  by  "conser- 
vationist" Kuwait,  Libya,  and  Saudi  Arab ia--states  which  had  implemented 
production  restrictions  in  p'  t years  or  were  contemplating  such  actions 
in  the  near  future.  Each  OAPEC  member  sought  to  exploit  the  opportune 
political  moment  as  a pretext  for  drastic  economic  actions  by  suggesting 
that  its  own  preferred  oil  policies  be  used  as  the  common  denominator. 
Similarities  in  Ideology  mattered  very  little  in  this  debate.  Deserted 
by  radical  Libya  and  Syria,  Iraq  lost  the  internal  OAPEC  battle  when  the 
Saudi  Aiabian  formula  carried  the  day.  A communique  which  explained  the 
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Kuwait  decision  and  justified  gradual  reductions  in  production  was  subse- 
quent]/ signed  by  all  OAPEC  members  except  Iraq:  Saudi  Arabia,  Kuwait, 

Lit, a,  Algeria,  Egypt,  Syria,  Abu  Dhabi,  Bahrain,  and  Qatar. 

The  first  Kuwait  announcement  was  hardly  the  powerful  instrument 
it  purported  to  be;  the  reductions  were  too  moderate  and  their  par-  toe 
gradual  to  constitute  the  clear  and  present  danger  needed  to  make  a 
mechanism  of  economic  coercion  effective.  But  it  was  certainly  substan- 
tial enough  to  remove  any  potential  surplus  from  the  oil  market,  thus 
stabilizing  prices  at  their  new  high  level.  The  newly  introduced  element 
of  oil  shortage  was  compounded  by  supply  interruptions  caused  by  the 
military  hostilities.  On  October  11,  for  example,  an  Israeli  attack  on 
the  Syrian  1 PC  terminals  stopped  the  flow  of  800,000  barrels  daily.  The 
Israelis  apparently  failed  to  realize  that  their  str’ke  would  only  serve 
to  aggravate  the  potential  impact  of  any  future  embargo. 

The  American  decision  to  resupply  Israel  was  not  regarded  by  Saudi 
Arabia  as  a sign  that  the  Egypt ian-Saud i plan  to  exhaust  Israel's  mili- 
tary and  economic  capabilities  had  failed.  The  losses  incurred  by  Israel 
in  the  first  week  and  a half  of  fighting  were  such  that,  for  the  moment, 
it  seemed  that  Israel  might  collapse  under  the  financial  burden  of  the 
war,  regardless  of  its  military  outcome.  Furthermore,  the  Saudi  Arabian 
Foreign  Minister,  Sakkaf,  a personal  representative  of  King  Faisal,  was 
assured  on  October  17  by  President  Nixon  that  peace  in  the  Middle  East 
would  be  "just  and  honorable."  It  was  only  when  Nixon  subsequently  asked 
Congress  to  approve  a $2  billion  military  aid  program  for  Israel  that 
Saudi  Arabia  reacted  by  announcing  a total  embargo  on  the  U.S.  and  by 
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-"'-^-j^,.orho,y„ara„ainst  ,sraal/  Twicetheu  s taned 

th°  Ar3bS'  b’uff'  «-'«  «>»  Arabs  had  lo  re,a,iate. 

By  October  19.  the  Arab  oil  action  appeared  to  be  slightly  more 

severe  than  bad  been  ejected.  The  oi,  weapon  had  been  strengthened 

^ thr"  ad‘,'n,°r’a'  ^res.  First,  on  October  ,8.  Saodi  Arabia  and 
Qatar  announced  cuts  of  ,0  percent  instead  of  5 percent  for  the  firs, 

' h 0ctOber-  Sec°"d-  ‘he  total  embargo  on  the  United  States 

“ the  nether, ands,  whose  port  of  Ao.terdam  is  one  of  the  most  Important 

-repot  transit  and  distribution  points  in  Europe,  warning  that  any 

nation  which  trar  ihipned  oil  th 

PP  ' to  *”  ambargoed  countries  would  also  be 

embargoed . 


Differences  in  application  of  the  "oi,  weapon"  among  the  Arabs  re- 
flected more  the  economic  priorities  of  each  than  thelr  degree  of  identi- 
fication with  the  confrontation  states.  Egypt.  Syria,  and  Tunisia,  for 
Pie,  d.d  nor  announce  any  cuts.  Iraq  selectively  embargoed  supplies 

“ the  # S-  a"d  The  b“'  A.  .he  same  t ime  tried  to  max, mite 

"S  Pr°dUC"0n'  “flr'  11  for  war-related  damage,  Iraq  probably  would 
hove  exported  even  more.  A,  any  rate,  Iraqi  production  rose  between 


M.cy'-'in^'^'c^T.L  L™?  Embar9°  and  U.S.  Fore'ign 

Szy  I iowicz  ancT Bard  V.  O'Neill  (New’ Yor^'p edited  by  Jose ^ $• 

book  In  Itseli  ino"d«^ iSh?rS' ' <»5).  PP.  183- 
nent  to  the  issues  of  oil  andUltsS  sUeScurity"tlr,eS  C°nCern,n9  asPec^  Perti- 


A good  chronology  of  the  embargo  is  given  in  Annnnrii  , r , 

Energy  Administration's  reDct  m th<.  rr,  \ . n APPendl*  • of  the  Federal 

Companies  and  the  Arab  Oil^mba^qo:  The  i^ll  Sub?omml  ttee>  titled  "U.S.  0)1 
ted  Suppl  ies 1975.  embargo : The  International  Allocation  of  Constrlc- 
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September  and  December  by  7*5  percent.  Nor  did  Libya  exhioit  much  eager- 
ness to  make  sacrifices;  it  cut  production  by  only  5 percent,  while  ex- 
ports to  the  U.S.  amounted  to  approximately  II  percent,  implying  an 
increase  of  6 percent  rather  than  a decrease  in  deliveries  to  non-embargoed 
consumers. 

Only  Saudi  Arabia  and  Kuwait  applied  incremental  additions  to  the 
original  percentage  reduction,  meaning  production  cuts  greater  than  the 
announced  10  percent.  But  before  the  embargo  could  have  any  direct  impact, 
a ceasefire  went  into  effect  on  the  Syrian  and  Sinai  fronts  on  October 
2U.  The  two-pronged  Arab  of fens  i ve--o i I and  war--was  suddenly  decoupled 
as  the  initial  Arab  military  successes  were  reversed,  and  hostilities 
ended  with  the  Israelis  controlling  more  Arab  land  than  before  the  war, 
Although  the  thrust  of  the  oil  action  had  been  to  put  '"direct  pressure 
on  Israel  to  withdraw  from  occupied  Arab  lands,  Arab  military  power  failed 
to  push  Israel  to  the  rear  of  Sinai,  giving  the  Israelis  instead  a com- 
manding strategic  advantage. 

The  first  Kuwait  resolution  was  not  taken  from  a position  ^f  strength 
nor  of  political  self-confidence.  For  all  practical  purposes  tne  putative 
embargo  threat  failed  to  prevent  American  resupply  of  Israel,  and  by  Octo- 
ber 21  it  was  also  evident  that  initial  Arab  successes  on  the  battlefield 
had  been  reversed.  Reporting  about  his  meeting  with  Yamani  that  day, 
ARAMCO's  president  Jungers  cabled  that  "it  was  patently  clear  to  us  that 
they  all  felt  glum  and  completely  disillusioned  with  [United  States 

;V 

Governmei  t]  actions."  Four  days  later,  however,  that  mood  would  be 
radically  changed.  ARAMCO  officials  reported, 


^Church  Hearings,  Part  7,  P*  516. 
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No  question  that  SAG  [Saudi  Arabian  Government]  mood  now  more 
relaxed  but  one  of  cautious  ant  i c i pa  t Ion . Their  assessment,  is 
that  Kissinger's  moves  so  far  have  been  effective  and  they  e*-e 
all  too  ready  to  give  him  credit  and  entire  initiative  a chance."^ 

The  reason  for  the  sudden  change  in  Saudi  attitude  is  obvious:  between 

October  21,  when  Egypt  seemed  on  the  verge  of  another  crushing  defeat, 

and  October  25,  when  the  ceasefire  went  into  effect,  the  oil  weapon 

seemed  to  have  finally  made  its  impact.  Thouqh  the  superpower  b<rgaining 

was  mostly  responsible  for  stopping  Israel  short  of  victory,  the  Saudis 

nonetheless  Jtrceived  I t as  an  indication  that  at  long  last  their  oil 

offensive  was  taking  effect.  Once  this  perception  was  reached  In  Ryiad, 

political  ambitions  and  willingness  to  escalate  soared;  Saudi  Arabia 

suddenly  gave  to  the  world  a first  glimpse  of  its  potential  radicalism. 

As  revealed  by  an  ARAMCO  official. 


"It  was  forcefully  pointed  ouk  that  even  implementation  of  Res  2^2 
in  H ( i s)  M (ajesty 1 s ) view  is  bare  minimum  ^,id  Jerusalem  definitely  must 
be  considered  part  of  Res  2h2  and  that  while  H.M.  is  moderate  he  is  most 
radical  on  this  issue.  In  fact  it  was  pointedly  mentioned  that  SAG  (Saudi 
Arabia  Government)  never  did  even  accept  21*2,  thus  their  current  position 
is  movement."  [Emphasis  and  parentheses  added.] 

and,  as  for  the  willingness  to  tighten  the  screws  of  the  oil  weapon, 

'There's  absolutely  no  question  that  oil  cutback  will  remain  in 
effect  until  entire  implementation  (of  242)  is  worked  out.  This  was 
mentioned  in  a number  of  ways  and  in  context  that  they  were  willing  to 
live  with  this  for  a long  period."**  y 

Since  the  1956  Suez  crisis,  the  use  of  the  oil  weapon  was  planned  in 
advance  on  all  three  occasions  It  was  used,  but  its  subsequent  escalation 
in  each  instance  was  consistently  spontaneous.  Another  such  escalation 
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took  place  following  the  Arab  military  setback  and  the  cessation  of  hosti- 
lities in  1973-  Between  October  25th  and  the  end  of  the  month,  the  Arab 
oil  action  turned  from  an  uncertain  mild  type  of  pressure  into  a rather 
severe  threat.  The  escalation  that  occurred  was  also  fueled  by  the  visible 
effect  it  had  on  Europe  during  the  October  war,  particularly  during  the 
American  airlift  and  alert.  The  sense  of  frustration  which  the  Arabs  felt 
because  of  their  limited  military  achievements  was  more  than  balanced  by 
their  enhanced  confidence  in  the  potential  economic  and  diplomatic  benefits 
which  the  oil  weapon  could  bring  about.  Thus,  one  day  after  the  war  ended, 
Sheik  Abd  al -Rahman-At i k i , the  Kuwaiti  Oil  and  Finance  Minister,  summed  up 
his  government's  reasons  for  hardening  its  position  on  the  embargo: 


"It  would  be  wrong  to  imagine  that  the  battle  with 
Zionist  enemy  is  at  an  end.  What  has  ended  is  just 
one  of  several  rounds  in  a running  battle  that  has 
been  going  on  for  c quarter  of  a century.  It  will 
continue  until  the  occupied  territories  are  liberated. 

This  particular  round,  involving  the  use  of  armed  forces, 
may  have  come  to  an  enc , hut  there  are  many  other  weapons 
that  can  be  used.  Kuwait  took  the  Initiative  in  calling 
for  a meeting  of  Arab  oil  ministers  to  consider  the  role 
of  oil  in  the  battle.  Oil  has  both  a negative  and  positive 
role  to  play.  The  negative  role  of  the  oil  weapon  is  to 
make  the  world  feel  the  bitterness  and  pain  we  are  expe- 
riencing as  the  result  of  Zionist  aggression,  thereby  per- 
suading many  countries  which  have  relations  with  Israel 
to  adopt  a neutral  stand.  We  cannot  impose  neutrality  but 
we  can  make  the  countries  concerned  move  towards  it  gradually. 
We  decided  to  embargo  countries  without  exposing  our  economy 
to  ruin.  Now  the  atmosphere  is  more  propitious  than  in  19w 
and  we  can  accept  a reduction  in  production  at  the  same  time 
denying  supp  I i es  tota i'l y to  any  country  which  supports  Israel 
materially  and  practically.  This  his  ce-tainly  proved  possible 
as  far  as  the  United  States  is  concerned. "*  [Emphasis  added.] 


A 
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In  other  words,  so  long  as  the  U.S.  resisted  the  oil  threats,  no  real 
pressure  was  applied  and  OAPEC  exercised  great  ceution.  At  the  moment 
that  the  U.S.  seemed  to  veer  off  by  not  allowing  Israel  to  bring  the  war 
to  its  natural  military  conclusion,  OAPEC  hardened  its  political  demands 
and  escalated  its  economic  warfare.  During  the  next  two  weeks,  with  the 
fighting  over  but  with  weaknesses  of  the  Western  Alliance  and  a hint  of 
American  susceptibility  to  be  influenced  quite  exposed,  Saudi  Arabia 
emerged  as  the  leader  of  the  OAPEC  camp  and  its  most  militant  member. 

For  the  first  time,  a truiy  fu I I -f I edged  economic  warfare  offensive  un- 
folded. Even  the  American  Ambassador  to  Saudi  Arabia  lent  his  good  ser- 
vices to  that  purpose.  As  reported  by  Jungers, 

"Akins. . .urged  that  industry  leaders  in  USA  use  their  contacts 
at  highest  levels  of  USG  to  hammer  home  point  that  oil  restric- 
tions are  not  going  to  be  lifted  unless  political  struggle  is 
settled  in  manner  satisfactory  to  Arabs.  Akins  also  felt  in- 
dustry leaders  should  be  careful  to  deliver  message  in  clear, 
unequivocal  way  so  there  could  be  no  mistake  about  industry [sic.  ] 
pos i t i on . 

OAPEC  escalated  its  cutbacks  after  the  October  war  in  this  spirit. 
Two  weeks  after  the  first  announcement  of  mild  reductions,  total  Arab 
oil  exports  reached  some  80  percent  of  the  September  level.  By  the  end 


Church  Hearings,  Part  7,  p.  517-  There  could  bp  cwo  arguments  against 
the  Ambassador's  action,  one  procedural,  one  substantive.  The  former  has  to 
do  with  the  somewhat  unusual  procedure  whereby  an  American  diplomat  who  obvi- 
ously enjoyed  direct  access  to  his  government  also  engages  in  active  lobbying. 
The  latter  is  more  serious,  for  with  the  advantage  of  hindsight  it  can  be 
categorically  argued  that  Akins  misled  his  government  when  he  grossly  exagger- 
ated the  projected  duration  of  the  embargo,  claiming  it  would  be  continued  un- 
til the  conflict  was  resolved  in  a manner  satisfactory  to  the  Arabs.  The  em- 
bargo was  lifted  in  early  1974,  with  Resolution  242  yet  to  be  implemii  ted. 

To  the  extent  that  Akins  by  his  alarmist  assessment  contributed  to  the 
FEA's  worst-case  view  of  a long  embargo  (a  view  which  led  to  hoarding 
and  failure  to  use  stockpiles  to  alleviate  the  shortfall),  he  bears  the 
responsibility  for  exacerbating  the  brief  crisis. 


r 


HI-2239-RR 


Mi? 

of  October  the  Arabs  were  taking  some  million  barrels  of  oil  daily  out 
of  world  commerce,  the  equivalent  of  a shortfall  of  nearly  12  percent 
of  the  total  vrlume  of  oil  moving  in  world  trade. 

Saudi  Arabia  was  demonstrating  its  leadership  by  decreasing  produc- 
tion 31  7 percent  below  the  September  level,  roughly  a cut  of  2.63  million 
barrels  per  day  as  against  8.29  million  daily  in  September.  Taking  ARAMCO's 
output  plans  for  October  as  a base,  the  Novembe  4 output  constituted  a 
drop  of  no  less  than  35-4  percent. 

At  the  urging  of  Saudi  Arabia,  a second  OAPEC  meeting  was  held  in 
Kuwait  on  November  4 to  discuss  additional  ways  of  using  the  oii  weapon. 

The  situation  must  have  been  „baf f 1 ing.  The  October  war  was  over,  with  no 
significant  military  achievements.  The  moderate  October  production  cut- 
backs and  embargo  had  obviously  failed  to  deter  the  U.S.  from  supporting 
Israel.  In  fact,  the  entire  oil  offensive  was  as  yet  unfelt  in  world 
markets.  Consumers  were  still  getting  the i ' normal  deliveries  of  crude, 
since  the  tanker  journey  from  the  Persian  Gulf  to  Europe  takes  over  a 
month,  while  the  voyage  to  Japan  is  only  a little  shorter.  A lifting  of 
the  embargo  at  that  stage  would  have  amounted  to  an  absolute  OAPEC  defeat, 
costing  its  members  not  only  any  future  credibility  of  their  v,eapori,  but 
also  undermining  the  fragile  price  structure  Imposed  on  consumers  by  the 
unilateral  OPEC  action  two  weeks  earlier.  The  OAPEC  partners  had  had  to 
improvise  and  adapt  their  strategy  to  the  changing  circumstances.  Saudi 
Arabia,  in  the  traditional  pattern  of  Arab  escalations,*  and  adopting  a 

A 

Compare  this  process  with  Nasser's  actions  in  1956  and  in  1967*  The 
alleged  volatility,  unpredictability,  and  Irrationality  of  the  Middle  East 
has  much  to  do  with  the  tendency  of  leaders  to  be  captives  of  the  forces 
they  set  loose  rather  than  being  able  to  control  them  to  the  end. 


\ 
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mi  I i t int  posture,  persuaded  its  partners  to  step  up  the  production  cut- 
backs. The  immediate  political  objective  was  redefined  as  breaking  the 
deadlock  in  the  ceasefire  negotiations  on  the  Suez  front. 

This  lowering  of  the  political  aims,  however,  was  accompanied  by  re- 
formulation of  the  OAPEC  cutbacks  at  the  more  severe  standard  ret  by  Saudi 
Arabia.  The  meeting  effectively  brought  the  Arab  oil  states  to  a common 
25  oercent  production  cutback  level.  This  included  the  volumes  deducted 
as  a result  of  the  embargoes  against  the  United  States  and  The  Netherlands, 
and  represented  a substantial  escalation  of  Arab  oil  warfare.  In  addition, 
the  Arab  states  tried  to  enhance  the  political  effectiveness  of  the  weapon. 
For  this  purpose,  three  measures  were  adopted: 

a)  A special  committee,  composed  of  the  Oil  Ministers  of  Saudi  Araoia, 
Algeria,  Kuwait  and  Libya,  was  set  up  to  insure  the  implementation 
and  enforcement  of  the  two  Kuwait  decisions; 

b)  In  orH«r  to  improve  the  accuracy  of  the  oil  weapon  and  penalize 
the  U.S.,  it  was  insured  that  shipments  of  crude  to  refineries 
which  shipped  to  U.S.  markets  would  be  embargoed  by  ail  Arab  oii- 
producing  states; 

c)  In  an  attempt  to  reduce  the  collateral  damage  which  would  be 
caused  by  the  escaioted  cutbacks  and  with  a view  to  rewarding 
"friendly"  countries,  the  Saudi  embargo  modei  was  adopted  by 
OAPEC  as  a whole. 

It  was  decided  to  convene  a meeting  to  decide  on  specific  and  uniform 
qualifications  for  the  countries  to  be  classified  as  "friendly"  or  "most 
favored"  so  that  no  disparity  would  exist  in  definitions  used  by  the 
various  Arab  nations.  Although  no  countries  were  categorized  as  "friendly," 
it  was  implicitly  conveyed  that  the  criteria  for  promotion  into  the  most- 
favored  list  would  include  such  actions  as  severing  relations  with  and 


applying  economic  sanctions  against  Israel,  and  granting  military  assis- 
tance to  the  Arab  states.  France,  the  United  Kingdom,  Spain,  and  Pakistan 
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were  obvious  candidates.  To  articulate  their  demands,  the  Arab  states 
decided  to  send  the  Oii  Ministers  of  Algeria  (Belaid  Abdesselam)  and  Saudi 
Arabia  (Zaki  Yemani)  to  several  European  capitals  and  Washington  to  explain 
the  Arab  act  ions. 

Decisions  apart,  the  embargo  was  far  from  working  adequately.  in  the 
first  place,  Iraq  was  more  adamant  than  ever  It,  its  opposition  to  the  self- 
serving  production  cutbacks  advocated  by  the  "conservationist"  Arabs.  At 
the  November  ^ meeting,  the  Iraqi  representatives  pointed  out — with  past 
and  present  history  on  their  side  of  the  argument  — that  a selective  embargo 
was  bound  to  be  self-defeating,  since  the  oil  weapon  was  not.  accurate 
enought  to  differentiate  sufficiently  among  friendly,  neutral,  and  hostile 
nations.  This  technicality  gave  Iraq  a face-saving  pretext  for  disregard- 
ing OAPEC  decisions.  Secondly,  Iraqi  aloofness  was  not  the  only  crack  in 
OAPEC  solidarity.  Libya  also  produced  more  than  permitted  by  the  new 
OAPEC  level  and  took  no  steps  to  boycott  the  U.S.  in  fact,  exports  of 
Libyan  crude  were  still  reaching  Caribbean  refineries  for  final  shipment 
to  U S.  markets.  The  November  k decisions,  then,  were  an  improvised 
gamble  by  OAPEC.  The  meeting  followed  the  wel I -rehearsed  pattern  of  a 
spiraling  escalation:  upon  the  relative  failure  of  an  action,  a renewed 

effort  of  greater  involvement  and  commitment  is  undertaken  in  the  hope 
that  the  incremental  step  will  be  the  final  straw  needed  to  break  the 
opponents'  resistance.  The  oil  emergency,  then,  as  an  average  for  the 
month  of  November,  appeared  as  shown  in  Table  h.2: 


I 


I 
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Table  4.2 


THE  OIL  WEAPON:  A ’’AB  CUTBACKS  DURING  ACTUAL  PHASE  I 

firT  i 1 ion  barre  Is  Ha  i ly) 


SEPTEMBER 

PERCENT 

CUT 

Cl  TRACK 

NOVEMBER 

PRE-CRISIS 
PROJECTION 
FOR  NOVEMBER 

SAUDI  ARABIA 

8.6 

31 

2.7 

6.3 

9.2 

KUWAIT 

3-5 

31 

1 . 1 

2.6 

3.5 

OTHER  ARABIAN  PENINSULA 

(NOT  OMAN) 

2.7 

31 

.8 

2.2 

2.8 

ALGERIA 

1 . 1 

18 

.2 

• 9 

1.  1 

LIBYA 

2.3 

22 

.5 

1.8 

2.4 

IRAQ 

2.2 

10 

.2 

1.9 

2.4 

OTHER 

.4 

. i 

TOTAL 

20.  8 

27 

5-5 

13.8 

21.4 

The  Arab  gamb'e  paid 

off  in  one 

*iay  only- 

-it  restored  some  credibility 

to  the  Arab  oil  weapon. 

It  mi  sf i red , 

however , 

in  its  primary  aim  of 

affecting  American  policy 

toward  Israel  which 

remained  unchanged. 

But 

the  OAPEC  decision  did  attract  European  and  Japanese  support.  European 
behavior  at  that  juncture  demonstrated  a sad  picture  of  almost  classic 
crisis  mismanagement.  During  the  military  phase  of  the  October  crisis, 
Europe  disassociated  itself  from  the  U.S.  in  the  vain  hope  that  the 
Arabs  would  redirect  oil  supplies  destined  for  American  consumption. 

When  the  embargo  was  instead  escalated  and  Europeans  began  to  fee!  the 
indiscriminate  cutting  edge  of  the  oil  weapon,  they  panicked  and  opteJ 
for  political  appeasement  of  the  Arabs.  Had  they  instead  dipped  into 
their  relatively  large  stockpiles  and  stretched  their  supplies  by  such 
measures  as  rationing,  Europe  could  have  at  least  bought  time  for  the  Arabs 
to  see  the  embargo  through  at  no  cost  to  themselves. 


f 
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As  the  technical  difficulties  in  implementing  the  selective  embargo 
grew  (sec  Chapter  V),  the  tension  between  capabilities  and  intentions  be- 
came more  visible.  Thus  buoyed  by  the  European  and  Japanese  reactions, 

the  Arabs  oscillated  in  their  ultimate  poiiticai  expectations.  Notes 
Mendenshausen : 

"It  is  noteworthy  that  whe-  ecrctary  of  State  Kissinger  during 

« f H?Ve"ter  VOyaf  tn  °rlenl  brought  about  the  first  under- 
standing between  Egypt  and  Israel  on  the  management  of  the  cease- 
fire arrangements  and  an  approach  to  peace  negotiations,  Saudi 

Isr^l  ThniT  -ij]  °f  5Ud9ing  fr0m  ltS  position  that 

r o U d rJl' aU  Arab  territorles  before  the  boy- 

cott  could  be  lifted.  it  was  evidently  not  holding  out  for  proof 

an  evenhanded  U.S.  policy  between  Israel  and  Egypt  but  for 

Zl^of  5asrt,^??^p..ior  the  Arabs  agal- - - 

The  pathetic  aspect  of  Europe's  accommodat i ng  policy  was  that  It 
actually  exacerbated  the  difficultly  the  Arabs  encountered  In  trying  to 
er force  the  embargo.  For  the  embargo  to  Impact  on  the  U.S.  effectively, 
the  Arabs  had  to  cut  production  for  the  whole  world,  remove  slack  from 
the  market,  and  prevent  diversions  to  the  U.S.  A rush  by  the  Europeans 
and  Japanese  to  be  included  as  "friendly"  by  the  Arabs  would  not  reward 
the  Europeans  for  their  appeasement  unless  the  Arabs  gave  up  their  effort 
to  penalize  the  United  States.  It  is  ironic,  therefore,  that  the  ultimate 
result  of  Europe's  "beggar  thy  neighbor"  policies  and  willingness  to  pla- 
cate the  Arabs  politically  was  to  take  the  U.S.  off  the  hook  and  foil  the 
Arabs'  last  attempt  to  succeed  with  their  political  oil  strategy. 

The  European  and  Japanese  political  position  interested  the  Arabs 
little  because  only  the  U.S.  could  deliver  Israeli  withdrawals.  The 
Arab  biuff  of  instituting  a highiy  discriminating  embargo  in  their  Nov- 
ember k meeting  backfired  when  the  Europeans  pushed  them  into  an  awkward 

* ..I 

jSt  Men<*cnsbausen , "Enlisting  Reliable  Sources  of  Supply:  Persian 
Gulf  and  Elsewhere,"  The  RAND  Corporation,  WN-8582-ARPA,  January  J97l»,  p.  i6. 
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position  Thus  the  Arabs  had  two  unpalatable  alternatives:  I)  to  admit 

their  inability  to  carry  out  their  promise  to  supply  friends  and  deny 
supplies  to  enemies  at  the  cost  of  losing  whatever  gains  made  through 
such  divide  ^t  impera  tactics;  or  2)  to  remove  the  embargo  completely 
before  their  bluff  was  called  and  thereby  retain  some  credibilit'  and 
support  among  their  "friends."  The  Arab  oil  strategy  collapsed  at  this 

point.  By  January,  as  shown  in  Table  4.3,  the  embargo  was,  for  ail 
practical  purposes,  lifted. 

Table  4.3 

THE  OIL  WEAPON : ARAB  CUTBACKS  DURING  ACTUAL  PHASE  II 

(million  barrels  daily) 


PRE-CRISIS 

PROJECTION 


SAUDI  ARABIA 
KUWA I T 

OTHER  ARABIAN  PENINSULA 
(NOT  OMAN) 

ALGERIA 

LIBYA 

IRAQ 

TOTAL 


PERCENT 

SEPTEMBER 

cur 

CUTBACK 

3.6 

13 

1.1 

3.5 

j 20 

r 11 

7 

2.6 

.3 

1 . 1 

0 

2.3 

13 

.3 

2.2 

10 

.2 

20.3 

13 

2.6 

A third  Kuw a 1 1 Mating  took  olace  on  December  8.  OAPEC  reaffirmed  a 
5 percent  cut  In  oil  production  and  exports  for  January  I974  and  linked 
the  resumption  of  supplies  to  Israel's  progressive  withdrawal  from  occupied 
Arah  territories.  Including  th.  city  of  Jerusalem.  That  watered-down  poli- 
tical objective  reflected  the  poll. leal  limitations  of  the  oil  weapon's 
efficacy.  During  their  European  tour,  the  Saudi  and  Algerian  ministers 
were  squarely  confronted  with  the  problem  that  the  embargo  was  hurting  the 
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Arabs1  friends  without  affecting  the  policies  of  the  country  which  mattered, 
the  United  States.  Accordingly,  on  ''ecember  25,  OAPEC  announced  that  it 
would  instead  increase  January  production  by  10  percent.  Thus,  the  actual 
oil  weapon  was  removed,  but  a mixed  actun I -putat i ve  strategy  emerged  as 
OAPEC  declared  it  would  nevertheless  continue  its  boycott  of  the  United 
States  and  the  Netherlands  (while  adding  Belgium  and  Japan  to  the  "friendly" 
list).  As  shown  in  Table  4.4,  December  was  the  beginnitg  of  the  end. 

In  sum,  using  slightly  different  estimates  than  those  presented  in 
Table  4.4,  by  December  OAPEC's  reduction  relative  to  the  September  output 
reached  4.8  million  barrels  daily  or  24  percent  below  the  September  level. 

By  the  first  quarter  of  1974  the  reduction  relative  to  September  would 
decrease  to  2.7  million  barrels  daily  or  just  13  percent.  Obviously,  the 
shortfalls  appear  larger  If  measured  against  projected  levels  for  the  res- 
pective months.  For  example,  relative  to  the  projected  December  production, 
the  reduction  In  OAPEC's  supply  .mounted  to  6.3  million  barrels  daily.  As 
a percentage  of  the  projected  worlo  production  for  that  month,  the  December 
shortfall  amounted  to  II  percent  or  approximately  7 percent  of  total  world 
energy  demand.* 


i 

I 


The  Petroleum  Economist.  January  1974,  pp.  5-6. 
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Some  two  weeks  later  Yamani  was  to  admit  that  the  oli  embargo  against  the 
United  States  and  the  Netherlands  had  been  ineffective.  "Yamanl's  state- 
ment," reported  the  press,  "was  believed  to  be  the  first  by  a responsible 

* 

Arab  official  open'y  admitting  the  futility  of  a selective  oil  bo/cott." 

Two  key  questions  pose  themselves  at  this  point.  First,  why  did 
OAPEC  lift  the  embargo  well  before  the  achievement  of  its  original  politi- 
cal conditions?  Second,  did  the  third  Arab  oil  offensive  fare  any  better 
technically  in  1973  than  it  did  In  1967  and  1956?  The  answer  to  the 
former,  as  will  be  argued  in  the  next  Chapter,  lies  largely  in  the  answer 
to  the  latter.  But  a partial  answer  can  perhaps  be  found  in  the  suggestive 
fact  that  the  denouement  of  OAPEC's  supply  crisis  coincided  with  the  climax- 
ing of  OPEC's  price  offensive.  On  December  22,  three  days  prior  to  the 
relaxation  of  the  boycott,  OPEC  announced  yet  another  unilateral  price  in- 
crease. The  posted  price  of  the  market  Arabian  light  crude  was  set  at 
$il.65,  more  than  twice  the  level  it  reached  the  day  before  the  embargo 
was  imposed , or  a four-fold  increase  over  its  October  I level.  Government 
takes  have  increased  proportionately.  From  $1.77  on  October  1,  it  was  set 
at  $3.10  on  October  1 6 , then,  at  $7.01  on  December  22.  The  time  to  restore 
normal  production  had  indeed  come. 
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Chapter  V 


THE  OIL  WEAPON  AND  THE  HANIPULABIUTY  OF  INTERDEPENDENCE 

Upstream  Management  and  Downstream  Impact 

In  order  to  enforce  the  embargo,  the  Arabs  had  to  keep  detailed 
Information  on  every  barrel  of  oil  leaving  their  countries.  This  was 
accomplished  until  the  October  17  Kuwait  meeting  by  requiring  the  compan- 
ies to  submit  their  computer  data  runs  with  figures  showing  the  exports 
to  the  various  countries  for  the  first  nine  months  of  1973  by  grade,  and 
by  requiring  tankers  loading  oil  In  Arab  ports  to  provide  certificates 
of  destination  and  unloading  points.  The  companies  compiled  and  the  In- 
formation was  duly  presented.  Since  the  Arab,  had  no  Information-gather- 
ing system  of  their  own,  they  were  forced  to  rely  on  companies'  reports, 
reinforced  perhaps  by  spot  check,  a,  terminal,  to  verify  such  reports. 
This  system  might  have  been  satisfactory.  Yamanl.  for  example,  boasted 
at  one  point  that  the  Saudi,  "are  tracking  down  every  las,  barrel  of  ol, 
that  reached  the  United  States."*  Another  official  added  tha,  ",h.  Saudi, 
know  more  about  oil  Imports  into  the  United  State,  than  the  U.S.  govern- 
ment  does.  This  observation  might  have  been  correct  since  the  U.S. 
government  was  indeed  having  tiouble  with  conflicting  figures.  But  It 
should  not  have  provided  much  isolation  for  the  Saudis  since  It  was  up 
to  them,  not  the  U.S.  to  administer  and  monitor  the  embargo. 

The  New  York  Times.  November  6,  1973. 

*;V 

r Con9"  Ho  e’  T_he  United  States  Oii  Shortage  and  the  Arab- Israel  I 
Conflict.  December  2,  1973,  p.  15. 


152 


HI-2239-RR 


Indeed,  policing  the  embargo  was  the  Arabs'  most  difficult  problem. 
Using  a carrot  and  stick  approach  with  the  oil  companies  operating  In 
their  countries,  the  Arabs  delegated  the  task  of  administering  the  selec- 
tive  embargo  to  the  majors.  ARAHCO,  for  example,  was  told  on  October  21 
that  the  Saudis  "are  looking  to  ARAMCO  to  police  It."*  Any  deviations 
from  the  ground  rules  by  ARAHCO  offtakers,  warned  the  Saudis,  "would  be 
harshiy  dealt  with."  On  the  other  hand,  they  indicated  that  compliance 
and  cooperation  "would  be  rewarded."  The  threats  and  promises  were  cor- 
rectly interpreted  by  ARAHCO  as  references  to  future  company  growth,  as 
contrasted  to  its  outright  nature  I i zat ion , and,  having  been  made  hostages, 
they  soon  compiled. 

To  administer  the  production  cutbacks  was  easy  enough,  and  the  com- 
panies did  not  hesitate  to  obey  OAPEC's  instructions.  But  the  supervision 
of  the  strict  ground  rules  of  the  OAPEC  selective  embargo  was  a different 
matter.  Saudi  Arabia  and  the  other  Persian  Gulf  states  instructed  the 
companies  to  enforce  a ban  on  both  direct  shipments  to  the  U.S.  and  on 
indirect  shipments  of  crude  oil  and  refined  products.  The  ban  on  exports 
to  the  United  States  included  a long  list  of  destinations — Trinidad,  the 
Bahamas,  Dutch  Antilles  (Curacao),  Canada,  Puerto  Rico,  Bahrain  (50,000 
barrels  per  day  normally  supplied  to  the  U.S.  Navy),  and  refined  products 
to  Guam  and  Singapore  (supplier  of  U.S.  Navy).  Shipments  were  also  re- 
duced to  certain  specific  refineries  which  supply  U.S.  markets,  including 
some  in  Italy,  Greece  (supplier  of  the  6th  Fleet),  and  one  In  southern 
France.  Saudi  Arabia  added  that  even  this  list  may  not  have  been 


*Church  Hearings,  Part  7.  p.  516. 
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all-inclusive,  and  that  therefore  "it  was  up  to  ARAMCO  to  further  refine 
this  as  necessary." 

The  entire  period  from  October  17  through  the  end  of  November  was 
to  be  considered  as  one  unit  for  the  purposes  of  the  embargo  as  outlined 
In  the  first  Kuwait  meeting.  That  Is,  OAPEC  considered  the  comoanies 
responsible  for  observing  the  average  production  figures  (by  grade  and 
by  country  of  destination)  of  that  period  only.  Later,  following  the 
November  Kuwait  meeting  which  further  tightened  its  selective  embargo, 
OAPEC  drew  up  a list  which  divided  oil  customers  Into  three  categories, 
as  follows: 


1 Those  countries  all.ed  with  Israel  in  any  direct  way-total  emb< 

2 Those  countries  re  lively  neutral-only  percentage  cutbacks. 

3 !eve'sCOUn  CS  aV°rab,e  t0  the  Arab  cause-shipment  at  prewar 


In  order  to  appear  on  the  most-favored  list,  a country  had  to  fulfill  one 
or  more  of  these  conditions:  a)  break  off  diplomatic  relations  with  Israel; 

b)  apply  one  or  more  economic  sanctions  against  Israel;  c)  give  some  mili- 
tary assistance  to  the  Arab  states.  During  the  embargo,  it  appeared  that 
Saudi  Arabia's  most-favored  list  would  include  the  following  countries: 

Arab  countries  like  Lebanon,  Jordan,  Egypt,  and  Tunisia;  Islamic  countries 
which  Import  Saudi  crude  such  as  Pakistan,  Turkey,  and  Malaysia;  all  African 
countries  which  had  broken  off  diplomatic  relations  with  Israel;  and  France, 
Spain,  and  Britain.  Japan  was  conspicuously  absent.  In  addition  to  the 
U.S.,  The  Netherlands,  and  their  intermediary  suppliers,  other  countries 
were  totally  embargoed  for  political  reasons  other  than  direct  connec- 
tion to  the  Arab-lsraell  Issue:  South  Yemen,  South  Africa.  Rhodesia, 
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and  Portugal.  The  net  effec  of  such  additions  was  to  blunt  the  political 
cutting  edge  In  the  anti-Israeli  campaign,  since  It  permitted  more  supplies 
to  reach  exempted  countries. 

The  October  17th  communique  had  displayed  some  deliberate  ambiguity 
about  the  political  objectives  of  the  embargo,  and  the  November  8th  message 
was  similarly  obscure  about  listing  spe-.iflc  countries.  This  evasiveness 
was  doubtless  prompted  In  the  first  instance  by  uncertainty  over  whether 
It  could  be  Implemented  In  Its  selective  form.  By  shifting  the  weight  of 
their  action  from  production  cutbacks  to  embargoing  selected  destinations, 
the  Arabs  crossed  the  point  of  no  return  and  may  thereby  have  overreached 
themselves.  It  Is  one  thing  to  exploit  a near-monopoly  over  production 
and  quite  another  to  pretend  to  control  the  distribution  system. 

The  administration  of  the  embargo,  however,  suggests  that  faulty  man- 
agement was  not  confined  to  the  producers.  While  OAPEC  provided  explicit 
Instructions  on  the  allocation  of  their  production,  the  consuming  nations 
gave  no  coordinated  guidance  to  the  oil  companies  regarding  the  global 
allocations  of  supplies.  Unlike  the  Suez  oil  emergency  and  the  1967  oil 


embargo,  when  active  government  crisis  management  on  the  International 
level  was  provided,  the  U.S.  government  took  no  action  In  the  far  more 
menacing  supply  crisis  of  I973"7<*.  In  each  of  the  past  supply  and  transit 
crises  the  Defense  Production  Act  had  been  Invoked  to  give  the  President 
authority  to  reallocate  supplies.  The  Nixon  Administration  concentrated 
mainly  on  the  domestic  rather  than  the  International  allocation  process.* 
The  absence  of  governmental  direction  to  the  oil  companies  though  perhaps 
explicable,  as  Adelman  suggests,  by  the  Watergate  leadership  crisis,  Is 
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nonetheless  the  most  conspicuous  single  failure  by  the  American  govern- 
merit  fn  the  oil  crisis  of  1973-7/4; 

?nd  As,a’  he'Ping  to  damage  the  economy  o/th^Hn  Ued ’sJates^Thl 
to’p'ayPU'ret  the^o’  ” 7^'  ano"s,ous  role  for  American  companies 

.he 

heft  to  their  own  devices,  the  International  oil  firms  opted  tor  a 
natural  mid-course  between  trying  ,0  defeat  the  embargo  altogether,  and 
complying  with  Its  purposes  to  the  letter.  The  companies  worked  a,  cross- 
purposes by  trying  to  serve  two  masters.  Being  hostages  to  the  producers, 
they  could  no,  be  expected  to  work  forcefully  ,o  advance  the  Interests 
Of  consumers.  So  companies  developed  thelr  positions  Individually. 

Mr.  Frank  McFadz.an,  Chairman  of  Shell  Transport  and  Trading  and 

Deputy  Chairman  of  the  Managing  0, rectors  of  the  Boya,  Dutch  She,,  Group. 

has  outlined  his  company's  philosophy.  He  claimed  tha,  the  ol,  Industry 

had  warned  governments  in  Europe  and  Japan  tha,  a crisis  of  supply  was 

likely,  although  the  Industry  had  no,  foreseen  tha,  I,  would  arise  In 
this  particular  fashion. 

pr ? se°such  a^seL'l  *' f « 'nation.,  enter- 

On  the  guestion  of  Arab'oll  wl  have  c^n  ^2  ? COnd ' ‘ lons  • • • 

bound  to  do,  with  the  desrlnarin  ed  s^r,ctiy,  as  we  are 

we  have  got  ^on-de  tlnat  on  conrro?>dr°  f lmP°Sed  °n  US‘  Where 

meet  the  needs  of  t^counJr  ies  tS^  ’ *!  wiM  use  tha<  to 

1 don't  think  that  an  Internationa/  d °therwise  go  short.  And 
has  any  alternative."**  enterprise  such  as  ourselves 


TAj.t~n.‘ ca: 

Rob"tte?ea!mI"'ud!!'l9w!,02?r7A''IVOy''  1-nef9y  Cflals  (London: 
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It  appears,  then,  that  In  the  absence  of  alternative  mechanisms,  the  Inter- 
national oil  Industry  assumed  the  role  of  supply  distributor,  primarily 
through  a policy  of  sharing  out  all  supplies  as  fairly  as  possible  most 
Importantly,  non-embargoed  Iranian,  Nigerian,  and  Venezuelan  oil.  Though 
the  criteria  used  by  the  oil  companies  to  allocate  their  available  petro- 
leum supplies  are  not  known,  the  aggregate  data  for  a selected  number  of 
Western  nations  seems  generally  consistent  with  McFadzean's  statement,  and 
a more  straightforward  one  by  his  colleague  from  Royal  Dutch/Shell,  Geoffrey 
Chandler: 

"The  allocation  of  oil  as  a percentage  of  demand  to  all  markets 
appeared  to  be  the  most  equitable  and  practicable  course  of  action 
In  the  circumstances.  Indeed,  It  was  the  only  defensible  course 
if  governments  were  not  collectively  to  agree  on  any  alternative 
preferred  system.  For  the  companies,  even  if  this  seemed  the  only 
way  to  avoid  Inviting  their  own  destruction,  It  was  by  no  means  the 
most  economically  effective."* 

The  American  oil  companies  Individually  decided  that  each  would 
attempt  to  meet  the  requirements  of  the  embargoed  nations  while  strictly 
complying  with  the  Arab  directives.  Like  their  Bri tlsh/Outch  counterparts, 
U.S.  companies  decided  that  the  pain  should  be  evenly  spread  to  all  major 
consuminq  nations,  i.e.,  that  the  shortfall  would  not  be  transmitted 
directly  to  the  targeted  economies.  In  essence,  the  companies  had  to 
choose  between  two  kinds  of  guidelines:  a historical  demand  base  (usually 
the  same  time-frame  used  by  OAPEC  In  determining  production  cutbacks  and 
desired  Imports  levels,  I.e.  January-September  1973)  or  a current/projected 
demand  base.  While  the  historical  base  would  have  offered  the  more  easily 
defensible  legal  position.  It  had  inequitable  aspects  of  its  own.  For 

Geoffrey  Chandler,  "The  Changing  Shape  of  the  Oil  Industry," 
Petroleum  Review,  June  197**. 
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inS'anC'’  5UCh  ^ the  Japanese  stood  t0  |Qse  a comparat.ve,y 

greater  .hare  of  the  reduced  supplies,  simply  because  their  demand  was  grow- 
ing at  a much  higher  rate  than  U.S.  or  European.  The  alternative  option 
of  allocating  on  the  basis  of  current  and  projected  detmnd,  was  no  less 
problematic,  due  to  Inherent  statistical  uncertainties. 

th . less , once  the  allocation  base  had  been  established,  each 
company  sought  to  .dualize  supplies.  other  words,  a supply  cutback 
of  10  percent  should  hay.  ideally  resulted  In  each  consuming  la„0n  re- 
ceiving ,0  percent  of  basic  demand.  Th.  Implication  of  such  a policy 
was  that  companies  did  no,  seek  to  sell  ™rke,s spot 

Prices  could  hay.  been  achieved,  but  Instead  followed  their  long-term 
interest  In  supplying  ,h„r  ousters  guite  fairly.  The  actual  redistri- 
bution was  hampered  by  a variety  of  constraints.  In  addition  to  t.chnl- 
cal  refinery  and  pipeline  rescheduling,  a„d  co^rlca,  factors 

had  to  be  considered,  such  as  existing  contractual  commitments  or  restric- 
tions Imposed  by  certain  const„,ng  nations  which  forbad,  transships 
and  re-exportation  of  oil  Imported  solely  for  refining  on  export  account, 

ng  the  scope  of  the  worldwide  oil  shortfall,  OAPEC's  produc- 
tion In  November  was  2k  percent  below  ,h.  September  levels;  In  December. 

* percent;  In  January.  m.rely  ,2  percent.  Obviously,  If  measured  again,, 

Pr°J— 'h'  shortfalls  would  have  

«-9-.  29  percent  In  th.  month  of  December.  Such  calculation,  however. 

“bile  taking  into  account  the  seasonal  component.  Ignore,  pr|c,.,tfect, 

have  been  expected  as  OPEC's  price  Increases  began  being  felt 
market.  On  the  other  hand,  taking  53.0  and  57-7  million  barrels 
-any  as  ,h.  projected  -rid  production  December  and  
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quarter  of  1974  respectively  ^ , 

amounted  to  a shortfall  Gf  1 1 ^ ^ °eCember 

- -o7_tIt  r,  — .... 

t,w— - 

--ns °vhe  supp,y  equa"2at,°n  ^ •-  «<- 

Arab  oil  exports  prior  to  the 

and  5.3  give  e.n  h embargo.  Tables  5.2 

J 3 give  estimates  of  * . 

°f  ‘upp'y.  These  c^panles  of  "’aJ°rS'  ""  'nd'P'"d'"» ' sources 

— - *.«.*,*,*. 

y e fairly  representative  Fineii 

show  the  deliveries  made  by  the  Am  I *•  Ta*>les  5.4  and  5.5 

Specif  ica,  |y  ,tcanb  h co™p.„„s  t0  the|r  custMer 

y‘  11  £an  be  observed  t*>at  th.  > 

-Jors  was  6.9  percent  re, at,  Sh°rtfaM  ^ ">  <ba 

percent  relative  to  the  base  period-  ,k  - 

suffered  a 10  k * ^ mdePendents 

0,4  Percent  shortfall  In  supp,y.  In  ,K  . 

shortages  the  nw'  Clr  a**ocatlon  of  these 

9 * the  ma-'0rs  supp|,ed  the  U.S.  and  f 

each  receiving  some  12  to  l3  pe  evenhanded'V, 

t0  13  percen«  >ess  than  the  year  h.f 

" -Cued  the  same 

- Into  account  Japan,  greater  Zl  Pr'',OUS  ^ 

9ett,n9  — during  the  embargo  was  tan, a ^ ^ ^ ^ ' 

Shortage  the  u s and  r “"tosount  to  sharing  par,  of  the 

S'  and  Eur°'“  «r»  experiencing.  The  a 

'"9  a 29  percent  ,0ss  of  Ar.b  r a ■ "-pendent s,  suffer- 

rude  and  products,  followed  rh. 

of  equalizing  ,h.  shortfall  b«t„ee„  r "*  P°"CV 

between  Europe  and  the  U S K.,<  . 

their  supply  to  iana  , 5* * but  Increased 

PP'y  to  Japan  rather  considerably. 
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Table  3-2 

q HAJOR  U.S.  OIL  COMPAN I ES- -SOURCES  OF  CRUDE  OIL  AND  PRODUCTS 

(In  TMSLsANCiS  OF  BAftftELS  FETTWT 


BASE  PERIOD 
(DECEMBER 
1972- 
MARCH  1973) 


EMBARGO 
(DECEMBER 
1973- 
march  1974) 


CHANGE 

(PERCENT) 


CRUDE  OIL: 

ARAB  OPEC 

NON-ARAB  OPEC 

OTHER 

5,630.0 

3,  477. 5 

7i*7.0 

5.096.8 

3.624.8 
516.7 

-9.5 

+4.2 

-30.8 

\ 

TOTAL 

9,854.5 

9,238.3 

I 

-6.3 

PRODUCTS: 

ARAB  OPEC 

270.0 

315.3 

+16.8 

NON-ARAB  OPEC 

711.0 

701.5 

-1.3 

OTHER 

1,615-8 

1,331.5 

-17.6 

TOTAL 

2,596.8 

2,348.3 

-9.6 

CRUDE  AND  PROOUCTS: 

ARAB  OPEC 5,900.0  5. M2. 1 -8.3 

NON-ARAB  OPEC I*. 188.5  **.326.3  +3-3 

OTHER 2.352.8 1 ,81*8.4 :,2 1 .8 

t0TAL I 2 ,1*51  3 11,586.8  -6.9 


SOURCE:  FEA  report  to  the  Church  subcommittee,  1975- 
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8 INDEPENDENT  U.S.  OIL  COMPANIES— SOURCES  OF  CRUDE  OIL  AND  PRODUCTS 
(IN  THOUSANDS  OF  BARRELS  PER  DAY)  


BASE  PERIOD 
(DECEMBER 
1 972- 
MARCH  1973) 

EMBARGO 
(DECEMBER 
1973- 
MARCH  1374) 

CHANGE 

(PERCENT) 

CRUDE  OIL: 

ARAB  OPEC 

1,298.8 

307.3 

-30. 1 

NON-ARAB  OPEC 

61*7.3 

734.5 

+ 13.5 

OTHER 

329.2 

311.7 

-5.3 

TOTAL 

— 2,275.3 

1,953.5 

-14. 1 

PRODUCTS: 

ARAB  OPEC 

59.3 

51.0 

-13-9 

NON-ARAB  OPEC- 

— 1 44. 0 

137.0 

-4.9 

OTHER 

585.5 

604.8 

+3-3 

TOTAL 

788.8 

792.8 

+ .5 

CRUDE  AND  PRODUCTS: 

ARAB  OPEC 

— 1,358.1 

950.3 

-29.4 

NON-ARAB  OPEC 

791.3 

871.5 

+ 10. 1 

OTHER 

914.7 

916.5 

+ .2 

TOTAL 

— 3,064.1 

2,746.3 

-10.4 

SOURCE : FEA  report  to  the  Church  subcommittee,  1975. 
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lable  5.5 

5_HAJ0R  U.S.  OIL  COHPAMES-DELIVERIES  OF  CRUDE  Oil  AMD  pBnn.,rr. 

nTF THOUSANDS  OE  BARRELS  PER  DA?) ~ ' 


CRUDE  OIL: 

UNITED  STATES-' 

CANADA 

WESTERN  EUROPE- 

JAPAN 

OTHER 


BASE  PERIOD 
(DECEMBER 
1972- 
MARCH  1973) 


TOTAL - 


1,359.0 
1*93.3 
^ ,07^.8 
1,557.8 
2,369.6 

9,851*. 5 


EMBARGO 
(DECEMBER 
1973- 
MARCH  1971.) 


1,136.8 

466.3 

3,718.3 

1.505.5 

2.411.6 

9,238.5 


CHANGE 

(PERCENT) 


-16.4 
-5.5 
-8.7 
-3.4 
+ 1.8 


PRODUCTS: 

UNITED  STATES-- 

CANADA 

WESTERN  EUROPE- 

JAPAM 

OTHER 


TOTAL- 


CRUDE  AHD  PRODUCTS: 
UNITED  STATES--- 

CANADA 

WESTERN  EUROPE-- 

JAPAN 

OTHER 


TOTAL- 


• ,2*8.3 
12.8 

784.5 

125.5 
425.7 

2,596.8 


2.607.3 
506. 1 

4.859.3 

1 .683.3 

2>795-3 

12,451.3 


1,158.0 

8.3 

480.0 

195.5 

506.5 

2,348.3 


2,294.8 

474.6 

4,198.3 

1.701.0 

2.918.1 

1 l ,586.8 


-7.2 
-35.3 
-38.8 
+55.8 
+ 19.0 


-12.0 
'6.3 
-13.6 
+ 1.0 
+4.4 


SOURCE:  FEA  report  to  the  Church  subcofroi ttee,  I975. 


\ 


HI-2239-RR 


The  range  of  vulnerabilities  should  be  borne  in  mind.  The  most  pre- 
cise measure  of  oil  i mpor t vulnerability  is  the  oil  sha re  in  the  total 
national  energy  supply.  Furthermore,  high  oil-import  dependence  obviously 
does  not  necessarily  imply  high  exposure  to  Arab  oil  pressure.  Seen  this 
way,  the  constellation  of  vulnerabilities  to  Arab  oil  pressure  on  the  eve 
of  the  1973  OAPEC  embargo  was  as  follows:  The  United  States—^  percent; 

the  United  Kingdom--30  percent;  West  Germany--38  percent;  France--53  per- 
cent; I taly — 60  percent;  the  European  Community  as  a whole--1<2  percent; 
Japan--34  percent.  In  other  words,  it  was  Europe  rather  than  Japan  which 
was  actually  more  directly  exposed  to  Arab  cut-offs.  Expectedly,  the  U.S. 
was  least  dependent  on  Arab  imports,  but  It  was  also  relatively  low  general 
dependence  on  oil  as  an  energy  source  which  contributed  to  reduce  American 

vulnerability  to  Arab  oil  denial  to  less  than  one-tenth  of  that  experienced 

, * 

by  the  European  Commun'ty. 

The  task  of  equalizing  supplies  to  consumers  was  not  particulatly 
forbidding,  because  of  the  contradictory  structure  of  the  embargo:  the 

boycotted  countr ies--the  Netherlands  and  the  United  States--w<;re  least 
dependent  on  the  embargoed  oil.  Thus,  a built-in  leveler  operated  to 
bring  about  a rather  even  share  of  misery  throughout  the  market.  Speci- 
fically, five  main  conclusions  can  be  reached  by  comparing  the  U.S.  supply 

position  with  that  of  the  rest  of  the  world  In  the  aggregate: 

a The  United  States  lost  only  a slightly  greater  proportion 
of  Its  total  oil  supply  and  of  its  total  energy  supply 
than  the  average  for  the  rest  of  the  world. 


^Derived  from  annual  figures  g.ven  the  Council  on  International  Economic 
Policy,  International  Economic  Report  of  the  President,  March  1975* 
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b.  The  other  consuminy  countries  of  the  world  did  not  seem  to 
differ  very  widely  in  the  degree  of  their  losses. 

c.  There  were  some  diversions  of  crude  oil  from  the  normal 
destinations,  but  very  little  was  directed  into  the 
United  States  and  some  was  even  directed  away  from  the 
United  States. 

d.  Leakage  of  embargoed  oil  to  the  United  States  was  a,1 
but  eliminated  by  January  197*»- 

e.  In  some  cases,  but  not  always,  crude  oil  was  supplied 
to  nations,  including  the  United  States,  at  a lower 
price  than  could  have  been  obtained  elsewhere. 

In  September  1973.  the  United  States  had  17.6  million  barrels  of  oil 
available  dally  (including  crude  and  refined  products,  domestic  production 
and  imports).  This  daily  average  increased  slightly  during  October  and 
November,  but  as  the  effects  of  the  Arab  cutbacks  began  to  be  felt,  the 
-upply  dropped  sharply  In  December,  and  continued  to  drop  through  February, 
when  the  bottom  was  hlt-at  a level  of  16.3  million  barrels  daily,  about 
7.4  percent  below  the  September  level.  This  drop  was  due  almost  entirely 
to  the  drop  In  Imports;  U.S.  production  remained  almost  level. 

The  rest  of  the  wo,  Id,  being  closer  to  Arab  sources  of  supply,  began 
to  feel  the  cutback  quicker  that  the  United  States.  Their  low  point  was 
reached  in  December,  at  a level  6.7  percent  below  their  September  level. 

By  February,  when  the  U.S.  supply  of  oil  was  at  Its  lowest  mark,  the  rest 
of  the  world  had  a greater  supply  than  In  September.  It  appears  that  the 
United  States,  on  the  average  throughout  the  crisis,  lost  a larger  propor- 
tion of  its  oil  supply  than  did  the  rest  of  the  world.  The  U.S.,  during 
its  four  worst  months,  was  down  an  average  of  6.1  percent  from  the  Septem- 
ber supply  level,  whereas  the  rest  of  the  world  during  that  time  was  down 

only  percent. 

*See  the  statement  of  Robert  A.  Stobaugh  before  the  Church  sub- 
committee, July  25,  197Mmimeo.). 
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Although  there  has  been  no  appreciable  increase  in  U.S.  production 
of  crude,  oil  supplies,  of  course,  are  only  part  of  the  world's  energy. 
Assuming  no  excess  productive  capacity  of  other  energy  supplies,  then  the 
U.S.  loss  of  energy  was  3.5  percent  during  the  worst  month.  Correcting 
tor  the  fact  that  the  U.S.  is  slightly  less  dependent  on  oil  for  energy 
than  the  rest  of  the  world,  the  United  States  still  seems  to  have  lost  a 
slightly  greater  share  of  its  total  energy  supply  man  did  other  nations. 

The  degree  of  precision  attained  by  the  Arab*  In  targeting  the  oil 
weapon  can  be  assessed  by  comparing  the  shortfalls  incurred  In  the  U.S. 
with  the  losses  suffered  by  other  categories  of  targeted  nations;  "friendly" 
countries,  such  as  Japan  and  France,  and  a "neutral"  country  such  as  West 
Germany. 

Table  5.6 

ESTIMATED  SUPPLIES  OF  CRUDE  OIL  AND  TOTAL  ENERGY  (SELECTED  COUNTRIES) 
(Percentage  of  January-September  1973  Average) 


CRUDE  OIL 

ENERGY 

1573 

1976 

1973 

1976 

NOV. 

DEC. 

JAN. 

FE*. 

NOV. 

— 

DEC. 

JAN. 

FEI. 

U.S. 

♦It.O 

-It. 2 

-6.9 

-5.1 

♦1.9 

-2.0 

-2.3 

-2.6 

JAPAN 

♦2.6 

♦6.7 

-9.0 

♦2.0 

♦1.9 

♦3.6 

-7.2 

♦1.6 

W.  GERMANY 

-11.1 

-6.6 

-13.2 

♦2.0 

-6.5 

-3.6 

-7.7 

U.K. 

♦6.2 

-12.5 

NA 

NA 

♦3.2 

-6.5 

NA 

NA 

FRANCE 

♦ 16.2 

-16.5 

NA 

NA 

+ 10.3 

-12.0 

NA 

NA 

SOURCE:  Stobaugh's  statement  to  the  Church  subcommittee, 

July  197**. 
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Using  as  a point  of  reference  the  average  supply  for  January  through 
September  1973.  it  appears  that  Japan  was  slightly  better  off  than  the 
United  States,  which  in  turn  was  somewhat  better  off  than  West  Germany, 
the  United  Kingdom,  and  France.  The  more  mear  ingful  comparison  of  pro- 
jected supply  with  actual  supply  shows  a comparatively  greater  loss  for 
Japan,  because  its  oil  consumption  had  been  growing  more  rapidly  than  that 
of  the  other  countries.  When  corrections  are  made  for  the  lesser  American 
dependence  on  oil  it  becomes  clear  that,  at  a certain  moment,  at  the  heloht 
of  the  embargo,  France,  a country  friendly  to  the  Arabs,  suffered  an  energy 
shortfall  greater  than  the  American  by  a factor  of  six!  On  the  average, 
however,  there  was  little  difference  between  the  various  countries. 

Tabie  5-7 

ARAB  LEAKAGE  TO  THE  U.S.  DURING  THE  1973~7**  OIL  EMBARGO 

('000  BARRELS) 


M 
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Swapping,  transshi prints , leakage,  and  diversions  were  the  compensa- 
tory  mechanism  used  by  the  International  oil  industry  to  spread  the  effects 
of  the  oil  weapon.  These  served  to  diffuse  the  accuracy  of  the  weapon. 

The  market,  however,  was  much  more  adept  at  diverting  crude  oil  than  re- 
fined products.  On  the  surface,  for  instance,  the  United  States  appears 
to  have  lost  the  exact  amount  of  crude  Imported  from  Arab  sources.  United 
States  crude  Imports  were  reduced  by  some  30  percent  between  August-Sep- 
tember  1973  and  January-February  j 9 7 • More  than  98  percent  of  the  Arab 
oil  which  the  U.S.  had  been  receiving  was  lost;  imports  of  Arab  oil 
dropped  from  1.2  million  barrels  dally  In  August- September  to  only  19,000 
a day  during  January-February.  At  the  same  time,  total  supplies  of  non- 
Arab  oil  dropped  very  slightly,  about  2 percent.  A deeper  analysis  into 
the  origin  of  American  imports,  however,  suggests  that  substantial  cuts 
occurred  in  U.S.  Imports  from  non-Arab  sources  such  as  Venezuela,  Canada, 
and  Nigeria.  These  cuts  in  imports  were  almost  offset  by  Increased  Imports 
from  other  non-Arab  sources,  primarily  from  Iran,  and  to  a lesser  extent 
from  Indonesia,  Ecuador,  and  several  other  Western  Hemisphere  countries. 
Imports  of  Iranian  crude  oil  almost  doubled,  increasing  by  201,000  barrels 
a day.  The  Canadian  reduction  was  probably  intended  to  make  up  for  the 
reduced  supply  of  Arab  oil  which  Canada  received.  On  the  other  hand, 
Venezuelan  oil  was  diverted  away  from  the  United  States  In  order  to  pro- 
vide other  Latin  American  countries  with  more  oil.  Finally,  Nigerian  oil 
was  probably  diverted  to  Holland.  While  U.S. -bound  oil  was  diverted  else- 
where, one  cannot  consider  the  Increased  exports  to  the  U.S.  from  Iran 
and  Indonesia  to  be  diversions  from  other  countries,  because  their  produc- 
tion was  Increased  after  the  embargo  began  by  an  amount  greater  than  the 
Increase  which  the  United  States  received. 
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Although  the  oil  shortage  was  in  effect  spread  throughout  the  system, 
there  -IS  an  unmistakable  feeling  that  a real  shortage  existed,  and  the 
affected  countries  instituted  various  measures  to  cope  with  it.  Much  of 
the  shortfall  would  have  occurred  anyway  due  to  the  effect  of  quadrupling 
prices  in  January.  The  fact  that  in  the  peak  boycott  month  of  January 
shipments  of  oil  from  the  Middle  East  were  5 percent  higher  than  in  the 
"free  market"  month  of  January  .975.  suggests  that  the  reduction  in  demand 
because  of  costs  was  probably  greater  than  the  shortfall  of  supplies.* 

Tab  I e 5.8 

quantities  of  import  of  moot  0|L  DUR|NC  ,97,.t  n„ 

NON-OAPEC  SOURCES  ’ 

(thousand  barrels  HallyJ 


PCCCW*CK  ^73  JMUmTwT 

"»»«  «.  GERMANY  U.K.  U.S.  JAPAN  W. 

INDONESIA  2,7  “ 786  “ ™ = 


NIGERIA  klk  ,59 

ANGOLA  62 

ECUADOR  56 

VENEZUELA  6 27  7 

TRINIDAD  90 

CANADA  725  I 


JAPAN  ; 

W.  GERMANY 

U.K. 

U.S, 

JAPAN 

786 

-- 

-- 

20} 

720 

>.575 

397 

1*5 

*37 

1.249 

159 

256 

191 

*70 

82 

FEBRUARY  ,974 


19 

90 

S7  87  559 


355  782 

352  1.22  ,,21.0 

261  I.5I.  25 

77  23 

90 

<8  *21  18 

56 

951  - I 


SOURCE:  Ctobauqh1 s statement  to  the  Church  subcommittee,  July  ^ 
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Table 


Uj~agL5naL,  M,lu,Lt i-nnn- 

( 0°  bbls.  and  percents) 


'•  0,L  AVAILABLE  to 

WORLD 

2-  OIL  AVAILABLE  TO 
U.S. 

3.  PERCENT  CHANGE  IN 
OIL  AVAILABLE  TO 
U.S.  (I-SEPT.) 

4*  OIL  AVAILABLE  TO 
REST  Of  VLRLO 
( 1NCL . COMM. 

STATES) 

5-  PERCENT  CHANCE  IN 
OIL  AVAILABLE  TO 
«ST  OF  WORLO  (|. 
SEPT.) 

*•  U-S.  PRODUCTION  Of 
CRUOC 

7-  u S PRODUCTION  Of 
NATURAL  gas  liquids 

8 u s CRUDE  IMPORTS 

9-  U.S.  PROOUCT  IMPORTS 


>973 

'974 

SEPT. 

OCT. 

NOV. 

DEC. 

JAN? 

FEB. 

~MARCH_ 

58.3 

59.2 

57.7 

54.8 

55.4 

57.2 

58.0 

t?.6 

17.7 

18.3 

16.8 

16.4 

16.3 

16.6 

— 

♦ .6 

♦4.0 

-4.6 

-6.9 

-7.i 

*5.3 

40.7 

41.5 

38.0 

39.0 

40.9 

41.4 

— 

♦2.0 

-32 

-6.7 

-4.2 

♦•5 

♦1.7 

9.1 

91 

91 

9.1 

9.1 

9.0 

9.0 

1.7 

1.7 

1-7 

1.7 

1.7 

1.7 

1.7 

3.8 

4.0 

4. 1 

3-0  j 

2-9 

2-9 

2.9 

2-9 

2.8 

3.* 

3.0 

2.7 

2.7 

2.6 

ource : 


Stobaugh*  s 

July  197),. 


statement  to  the  Church 


subcommi ttee, 
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Table  5J0 


CHANTif  IN  ENERGY  SUPPLIES  OF  OIL  AND  TOTAL  ENERGY  DURING 
1973-A  OIL  EH6ARG0--U. S.  VERSUS  REST  OF  WORLD 


PERCENTAGE  OF  SUPPLY  IN  SEPTEMBER  1973 


OIL  SUPPLY 

TOTAL 

ENERGY  SUPPLY 

U.S. 

REST  OF  WORLD 

U S. 

REST  OF  WORLD 

DURING  WORST 
MONTHS 

~ 7 • A 

-6.7 

-35 

-33 

AVERAGE  OURING 
WORST  2 MONTHS 

j | 

-7-3 

-5.5 

-3.k 

-2.7 

AVERAGE  DURING 
WORST  3 MONTHS 

-6.5 

-*•.7 

-3.1 

-2.3 

! AVERAGE  DURING 
WORST  U MONTHS 


-6.1 

— 

-2-9 

-1.7 

SOURCE:  Stobaugh's  statement  to  the  Church  subcommittee, 

July  197<». 


The  Dutch  were  the  first  to  introduce  a ban  on  Sunday  driving,  which  the 
government  estimated  would  save  about  10  percent  of  weekly  gas  consumption. 
Deliveries  of  fuel  oil  to  customers  were  reduced  by  15  percent.  Still, 
rationing  was  not  necessary  in  the  initial  stages  since  the  Netherlands 
had  substantially  more  than  the  65  days  of  stocks  required  by  tne  Common 
Market.  The  total  embargo  of  the  Netherlands  affe.ced  many  other  countries 
since  the  port  of  Rotterdam,  with  its  associated  refineries  and  storage 
facilities,  serviced  all  of  Northern  Europe.  In  ’972,  for  example,  132 
million  tons  of  crude  and  products  entered  the  port,  and  million  tons 

were  shipped  out  again.  The  Rotterdam-Rhlne  pipeline  moved  19.**  million 


! 


I 


HI-2239-RR 


172  „ an  additional  10 

. t yeSt  Germany.  and  an  , 

tons  of  crude  into  We  rp.  A pipeline  for 

piped  f r°m  *-  P"«  » '•'*  ,„to  Serman  Industrie)  centers* 

ref  ined  products  moved  about  ^ ,u 

In  reall,.  decision  to  " ^ in  „7,  7,3 

Of  Western  Europe.  Of  the  crude  oil  re  ^ ^ ^ „,|,llon  tons. 

— — - — — * - ~ 

After  al lowing  for  Interna  ^ „.t  million  tons,  of 

tota,  crude  shipped  to  the  — ^ ^ ^ ^ ^ Mrket 

which  35  «.!"  ion  tons,  or  45.1  P«  repining  capacity 

a he  huge  surpluses 

aod  the  remainder  eaporte  . ^ „e„Mrk,  and  helped  to  balance 

of  Rotterdam  served  Cerm.nV  friBe..  and  other  European 

the  rang,  of  products  avalla  by  the  Rotterdam  boycott. 

• c OAPEC’S  dilemma  was  we  ,v,ng  suCh 

count  r ies.  u^Uand.  thereby  depriving 

«« - .,.,.....1  — • - - 

energy  needs,  or  It  CO  at  the  cost  of  undercutting  Its  Impact 

Rotterdam  to  other  destmat  ons  ^ „ter„.tlve.  OAREC  blunted  its 

the  Netherlands.  bY 

“e3PO"'  0n  exports  were  partially  affected,  and 

Hev.rth.less,  Rotterdam  s o lndustr, . I o.  I and  gasoline 

countries  suffered  the  consequenc  Germany, 

numerous  coun  ,B  Sweden,  for  example. 

*»«'' d rest,  ictions  mad.  up  for  cheS-M*-^ 

a Sunday  driving  ban  and  sp.e  

” affects  of  the  embargo  on .^Rundown  on 

Vr  <^at*l'.u~--0r.ove%mentsCEope  wi  th^the^OI  I December  7.  1973) 

r.rMt.£: 

Z mu  •"<*  "tUoit  — 
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shortfall  in  gasoline  supplies.  In  fact,  the  supply  crisis  affected  German 
prices  more  than  actual  deliveries;  by  the  end  of  the  year  the  level  of 
undistributed  stocks  of  crude  and  oil  products  was  only  7.7  percent  below 
the  September  level  (a  reduction  from  25.8  million  tons  to  23.8  million 
tons).  Furthermore,  West  Germany,  which  lacks  a major  home-based  oil 
company,  fared  rather  well  under  the  majors'  equalization  scheme.  This 
relieved  «-he  longstanding  German  concern  that,  in  the  event  of  a supply 
crisis,  the  Anglo-Br i t I sh-Outch  firms  would  give  preferential  treatment 
to  their  home  countries. 

The  German  experience  contrasts  with  the  French.  Traditionally  Inde- 
pendent, France  probably  pursued  the  most  fiercely  nationalistic  policies 
of  any  European  nation  to  secure  its  sources  of  energy.  Combining  a 
preference  for  establishing  national  oil  companies  with  assiduous  court- 
ship of  the  Arabs,  France  expected  to  see  these  tactics  vindicated  at 
the  moment  of  truth.  8ut,  as  we  have  shown  above,  France  suffered  the 
double  humiliation  of  sharing  the  fate  of  its  fellow  Europeans  and  exper- 
iencing the  nearly  complete  nullification  of  its  Middle  Eastern  policy. 
Indeed,  embargoed  Holland  ultimately  fared  better  than  "friendly"  Franc*. 

The  oil  companies'  policy  of  equalizing  supplies,  of  course,  caused  this 
debacle  for  the  French.  At  one  point,  the  executives  of  the  French  subsi- 
diaries of  the  majors  were  officially  warned  that  their  refining  and 
marketing  licenses  would  be  revoked  unless  they  acceded  to  governmental 
demands  that  supplies  not  be  affected  by  the  equalization  policy.  The 


For  a structural  aiaiysls  of  suppiy  patterns  In  key  countries  see 
for  example,  The  Economist  lnt*:iigence  Unit's  Oil  and  Economic  Growth  ’ 
(London:  197**).  — — 
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• inn  rh«»lr  oil  supplies  by  appease- 
French  were  convinced  the,  t„ev  were  sec,  .ng  their 

. . frnn.  Their  naivete  seemed  to  proved  Adam 

nq  OAPEC  on  the  political  fron.. 

Smith’s  remarks  about  those  ^ preached  it  rot  beinq  such  fools  as  those 
who  be  I I evert  1 1 . ,h  December.  the  French  government  hod  ,0  cut  gaso  ne 
consumption  on.  impose  speed  restrictions  - other  mandatory  cons.ruat.on 

measures . .uthoritv  tor  a. locations  an.  rationing  -es  institute..  Vet 

. drawn  the  obvious  conclusions  from  th.s  ex- 

the  French  seem  not  to  have  drawn 

. thev  forgot  nothing  and  learned 

perience.  True  to  the  Bourbon  trad. t, on, 

„ the  sane  old  nationalistic  line,  they  were  quick  to 

nothing.  Pursuing  the  same  01 

embark  on  an  ambitious  poilcy  .»  b i la tera,  i sm,  neqotiatlnq  lonq-t.rm  o 
agreements  with  Kuwait  an.  Saudi  Arab - Trench  c.oita,  ,n- 

vestment  in  new  industries  and  arms. 

Uke  Trance.  Itaiy  bad  an  active  nationa,  oil  company  (ENI>,'« 

rt  restrictions.  This  had  immediate  reper 
also  trie,  to  introduce  export  restrictions 

cussions  in  Switter.an.  an.  Austria,  which  receive.  larg.  amounts  o 
from  Italy.  The  restrictive  measures  were 

proximity  to  the  sources  of  suppiy  an.  extreme  deqree  oT  dependency  ma  e 
her  the  firs,  country  to  be  serious, y affected  by  the  embargo.  - ^ 
TOre,  | taiy  was  caught  unprepared;  her  stocks  were  25  to  30  percen. 

the  levels  of  the  orev’ous  year. 

The  British  should  have  enjoyed  the  best  of  two  worlds. 

. lrf  _hares  in  two  major  oil  companies  and  adopted  a 
British  government  held  share 

...  Arabs  ; t could  reasonably  expect 

dipiomatlc  posture  intended  to  woo  the  Arabs, 

. .,c  EEC  partners.  moreover , whl  le  Trance  had  main- 

to  fare  better  than  its  EEC  partners 

L * s m iQ*i7  tht  British 

rained  an  e:.p.lc„  and  consistent  pro-Arab  stance  since  1957. 

tnt  toward  OPEC  beca.  open  with  the  outbreak  of  the  October  war 
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imposition  of  an  arms  embargo  that  had  adverse  effects  only  on  Israel. 
Although  Britain  succeeded  to  the  po!nt  of  being  added  to  the  Arabs' 
"friendly"  list,  this  triumph  was  limited,  in  practical  terms,  by  the 
equalization  policy  of  the  oil  companies.  Her  situation  vas  further  com- 
pounded by  a coal  strike  which  culminated  in  a declaration  of  a state  of 
emergency  in  Mid-November  and  lasted  till  March  197^-  The  oii  companies 
maintained  the  policy  of  fair  allocation  of  supplies,  with  the  result  that 
accual  shortages  in  Britain  were  no  more  serious  than  in  other  European 
countries,  despite  official  pressure  on  companies  bas  :d  in  Britain  to  per- 
suade them  not  to  frustrate  national  policy. 

Oii  stocks  in  Western  Europe  have  been  drawn  down  to  varying  extents. 
The  EEC  has  estimated  that  Its  stocks  fell  by  56  million  barrels  between 
the  beginning  of  1971*  and  March  that  year.  Still,  the  March  level  thus 
equalled  72  days'  consumpt lon--ar,  astonishingly  high  level.  In  Germany, 
undistributed  stocks  of  crude  and  products  decreased  fro’'  ISO  million 
barrels  at  the  end  of  September  to  167  million  barrels  at  the  end  of  Decem- 
ber. Nonetheless,  the  latter  quantity  was  7 million  bar; 'Is  above  the 
same  time  last  year.  The  Un'ted  Kingdom,  with  the  coal  strike  exacerbating 
its  oil  shortage,  has  seen  its  stocks  drop  more  rapidly,  from  162  million 
barrels  on  September  29  (or  76  days'  supply)  to  i 32  million  barrels  (or 
55  days'  supply)  on  January  19-  Again,  a rather  comfortable  inventory. 

Japan  offered  the  real  test  of  the  embargo.  On  one  hand,  Japan  was 
most  vulnerable  to  oil  production  cutbacks;  on  the  other  hand,  its  diplo- 
macy was  as  pro-Arab  as  possible  and  Involvement  with  Israel  was  minimal. 
Nonetheless,  the  Arabs  accused  Japan  of  "odious  neutrality"  and  rewarded 
her  w!th  a middle  rating.  Japanese  concessions  in  Abu  Dhabi  and  the 
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Neutral  Zone  were  ordered  to  make  the  full  25  percent  cutbacks,  which 
prompted  Japanese  fears  that  the  shortfall  in  deliveries  from  the  Gulf 
might  be  as  high  as  30  per'-ent  in  197**.  The  Arabs  were  seemingly  testing 
the  effectiveness  of  selecting  th*.  most  vulnerable  of  their  clients  to 
put  indirect  pressure  on  the  Unitec*  S' ates.  But  if  that  was  the  purpose, 
as  Yamani  admitted,  then  the  fictitious  listing  was  to  backfire  In  OAPEC. 
The  Japanese  succeeded  in  foiling  the  Arab  strategy.  In  December,  M I T I 
gloomily  forecast  a zero-to-negat  i ve  economic  growth  for  Japan  for  197**; 
the  government  announced  comprehensive  conservation  measures  and  stepped 
up  its  diplomatic  efforts  to  loosen  already  weak  ties  with  Israel.  OAPEC 
responded  by  upgrading  Japan  to  the  "friendly"  list,  thus  gaining  a frieid 
wnile  simultaneously  losing  influence. 

The  United  States  did  not  lose  more  than  its  proportionate  share  of 
the  world  decline  in  available  supplies.  Moreover,  the  American  short- 
fall was  not  in  its  entirety  caused  by  OAPEC's  dire  t ability  to  deny 
that  oil  to  American  markets.  Rather,  it  was  OAPEC's  indiscriminate 
targeting  which  brought  the  United  States  to  divert  U.S. -bound  oil  to 

the  more  hard-hit  European  markets.  The  oil  companies'  equalization 
policy,  in  other  words,  randomized  the  Impact  of  the  oil  weapon  while 
at  the  same  time  hurt  the  United  States  more  than  It  would  have  other- 
wise, had  the  companies  not  intervened  at  all.  A laissez-faire  policy 
on  the  part  of  the  oil  Industry  would  have  caused  a major  economic  cata- 
strophe in  Europe  and  Japan  while  leaving  the  American  economy  virtually 
intact  in  terms  of  its  energy  supply.  In  addition,  a portion  of  the 
shortfall  could  not  in  any  sense  be  attributable  to  OAPEC  but  was  part 
of  the  American  "energy  crisis"  which  began  a year  earlier  due  to  a shor- 
tage in  refinery  capacity. 
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Tab  I e 5-11 

U.S.  IMPORTS  OF  CRUDE  AND  PRODUCTS:  1972-73 
('000  b/d) 


1st  HALF 

lii’2 

CRUDE  OIL 
Arab  Suppl iers 


Saudi  Arabia  190 

Libya  1 05 

Algeria  61 

United  Arab  Emirates  36 
Kuwait  I43 

Tunisia 

Egypt  7 

Oman  i, 

Iraq  )0 

Syria 

Qatar  7 

Bahrain  1 

Sub-total  i*6A 

Non-Arab  Suppliers 

Iran  l25 

Nigeria 

Other  E.  Hemisphere  365 
Canada  81*2 

Venezuela  i*27 

Other  W.  Hemisphere  70 

Sub-total  1820 

Total  Crude  2293 

PRODUCTS 

Arab  Suppl i ers 

Siudi  Arabia  27 

Algeria  8 

Kuwa I t 7 

Bahrain  1 3 

Libya  1 

United  Arab  Emirates  2 

Sub-total  58 


Nr,i-At  ^b  Suppl  iers  2,173 

Toiai  Products  2,231 

Total  Crude  & 

Products  6,524 


YEAR  1st  HALF 


1?72 

1321 

JULY 

AUG. 

SEPT, 

201 

323 

350 

638 

625 

101 

155 

82 

198 

209 

85 

1 i*ii 

66 

162 

158 

33 

87 

46 

100 

36 

1*2 

48 

87 

44 

“ - 

22 

30 

32 

10 

10 

16 

— 

37 

11 

3 

12 

52 

14 

- _ 

6 

6 

-- 

11 

* — 

-- 

3 

-- 

• - 

A 

1 

3 

— 

5 

26 

-- 

— 

-- 

489 

879 

626 

1284 

1H9 

1 4 1 

160 

135 

230 

228 

“ — 

370 

303 

606 

440 

452 

252 

250 

348 

7i 

866 

1176 

1 194 

909 

1168 

451 

503 

466 

704 

555 

52 

110 

67 

181 

83 

1962 

2577 

2415 

2978 

2545 

2451 

3390 

3041 

4262 

3664 

19 

24 

12 

30 

9 

17 

13 

10 

7 

53 

88 

,083 

2,624 

,136 

2,712 

2,372 

^ ,632 

2,580 

,587 

6.102 

5,41.3 

6,894 

6,244 

SOURCE:  The  Federal  Energy  Office,  1971*. 
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„ s 0A','  a'!'  the  f0"°"'"9  COnClUSi°nS  the  data  about 

^PP  'PS,  consumptions  and  stocks  during  the  embargo.*  Firs. 

about  1.5  million  barrels  per  day,  or  some  0 .mill' 

some  0.3  million  Darrels  per  day 

- than  .h.  dec,  in.  that  bad  been  anticipated.  The  d,  France  can  be 
accented  for  by  some  growth  in  Imports  from  non-OAPEC  countries  and  by 

expected  imports,  cutbacks  in  consumption  of  major  products  were  less 

severe  than  had  been  feared 

eared-  Consumption  of  gasoline  declined  7 percent. 

Normal  growth  in  the  demand  for  gasoline  of  5 to  h 

of  5 to  6 percent  could  be  added 

to  that  to  q i ve  a I?  tr»  17 

<3  percent  shortfall  from  unconstrained  demand 

eVt  S’  fr0”  th3t  ^ve  been  forthcoming  had  sup- 

P-s  been  pientifu,  and  had  prices  refined  relatively  stable.  The 

gasoline  consumption,  actual  and  hypothetical,  would  have  been 

even  greater  had  not  warmer  winter  wearh. 

winier  weather  mtervpn.H  «.„  „ 

intervened  to  permit  an  early 

Shift  hack  in  refinery  yields  from  heating  oi,  to  gasoline.  Despite 

allocation  polices,  stocks  came  out  of  the  embargo  experience  in 

a considerably  better  shape  than  they  were  a year  before  and  no,  much 

se  off  than  two  years  before  when  summer  supplies  were  relatively 
plentiful. 

'rd'  thC  m,ldneSS  °f  the  weather  was  again  a major  factor  behind 
the  relatively  small  drawdown  In  distillate  stocks.  Despite  growth 

1 ' °f  d"S"  fU"-  -•'»««.  consumption  declined 


ft  

Morgan  Guaranty  Trust'*  rZI \ “ — __ 

(mlmeo  ,.  W"r*>!  '-t-Mortem9,..  Staff'  Paper!^!', ' 
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only  5 percent  from  the  previous  year  levels.  Even  though  the  winter  was 
started  in  almost  as  bad  a shape  in  terms  of  stocks  as  a year  earlier,  it 
ended  with  a fairly  sizeable  inventory.  Fourth,  price  effects  were  consi- 
derable. Retail  gasoline  prices  have  Increased  32  percent  from  mid-1973, 
and  home  heating  oil  prices  were  up  53  percent.  The  wholesale  price  index 
for  all  products  was  up  100  percent.  Finally,  it  was  consumption  of  resi- 
dual oil  which  fell  the  most  (13-5  percent)  on  a year-over-year  basis 
in  response  to  several  factors:  the  weather,  the  replacement  of  oil  by 

coal  In  Eastern  utilities,  conservation  In  electricity  usage  by  both  house- 
hold and  industrial  consumers.  This  product  area  was  perhaps  the  most 
sensitive  to  the  Arab  cutbacks  for  two  reasons1,  the  dependence  of  indus- 
trial production  on  energy  It  largely  through  electricity  and  a relatively 
large  percentage  of  residual  was  imported.  But  this  was  absorbed,  too, 
by  conservation.  Thus,  conservation  for  whatever  reason — price,  patriot- 
ism, or  necessi ty--carried  the  day,  apparently. 

The  Administration,  as  noted,  did  nothing  to  allocate  supplies  inter- 
nationally but  it  moved  rather  vigorously  to  allocate  supplies  domesti- 
cally. Reported  the  FEA: 

"Government  policy,  In  attempting  to  minimize  the  Impact  of  the 
shortages,  was  designed  to  accommodate  industrial  needs  and  to 
promote  conservation  in  the  private  consumption  of  energy.... 

Allocation  authority  was  granted  by  the  Emergency  Petroleum  Allo- 
cation Act  [signed  November  27,  1973] •••  .These  regulations  covered 
all  petroleum  products  and  directed  their  allocation  from  refinery 
to  end-user,  except  for  gasoline  which  was  allocated  down  to  the 
wholesale  level.  Retail  sales  of  gasoline  were  not  subject  to  the 
allocation  regulations,  but  a proposed  gasoline  rationing  plan  was 
published  on  January  16,  197^."* 

The  Federal  Energy  Administration,  "The  Economic  Impact  of  the  Oil  Em- 
bargo on  the  American  Economy,"  August  8,  197^  (mlmeo. ) , p.  5.  The  report 
begins  with  the  well-taken,  though  Inaccurate,  caveat  that  "ihe  economic  Im- 
pact of  the  OPEC  oil  embargo,  as  contrasted  with  the  Impacts  of  energy  short- 
ages and  higher  energy  prices...  is  subtle  and  difficult  to  separate."  So  the 
FEA  didn't  try. 


i 


1 80 


HI-2239-RR 


Allocation  priorities  were  given  to  food,  defense,  emergency  services  and 
fuel  production,  and  1972  was  designated  as  the  base  year  for  allocation. 


The  FEA  summarized, 

"in  retrospect,  whatever  the  actual  impact  of  the  allocation  * 
regulations,  it  is  clear  that  the  short  duration  of  the  embargo 
tne  relatively  small  magnitude  of  the  shortfall,'  ...contributed 
to  the  absence  of  any  major  strains  on  the  administration  of  the 
regulations." 


But  the  domestic  shortfall  was  very  poorly  managed  by  the  newly  created 
FEO.  In  the  first  place,  it  probably  took  seriously  the  State  Department's 
projections  of  an  embargo  lasting  till  the  Arabs  are  satisfied  In  their 
political  demands.  Consequently,  instead  of  drawing  down  inventories  they 
were  built  up  and  the  shortages  were  transmitted  directly  to  the  economy  in 
an  even  more  acute  form.  Secondly,  the  arbitrary  interference  of  the  FEO  In 
the  market  allocation  did  much  to  create  serious  bottlenecks,  most  conspicuous 

of  all  were  the  gas  lines  caused  by  an  FEO  order  to  refineries  to  supply 

*** 

less  gasoline  and  more  heating  oil. 

Still,  the  heightened  American  oil  crisis  of  late  1973  and  early 
1971*,  in  conclusion,  proved  to  be  manageable.  It  was  caused  by  domestic 
and  international  strains  of  the  energy  system  in  addition  to  those  created 
by  the  OAPEC  sanctions.  The  aggregate  effects  were  not  negligible.  The  real 
output  of  the  economy  fell  in  the  first  quarter  of  1974  by  10  to  20  bil- 
lion dollars  ar.d  the  unemployment  effects  of  the  crisis  were  estimated 


*i  e. , relative  to  State  Department  estimates  (FEA,  "Economic  Impact, 

).  ' . 
**l.e.,  relative  to  FEO  estimates  (FEA,  "Economic  Impact,"  p.  5)  • 


***for  a serious  critique  of  the  FEO's  role  during  the  embargo,  see 
», Chari  B.  Mancke's  "Performance  of  the  federal  Energy  Office''  (Washington, 
Q.C.^  American  Enterprise  Institute,  1975). 
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at  0.5  percent  of  the  civilian  labor  force*  However,  both  these  parameters 
of  economic  activity  were  to  deteriorate  even  further  when  the  embargo 
was  lifted,  suggesting  the  economic  damage  has  more  to  do  with  OPEC's  price 
squeeze,  still  in  effect,  than  with  OAPEC's  supply  squeeze,  which  lapsed 
without  severely  affecting  the  U.S.  at  all. 

The  pre-embargo  supply  or  import  figures,  however,  are  very  misleading 
bases  for  estimating  the  real  impact  of  the  embargo.  Prices  were  hiked 
twict  during  the  last  months  of  1973,  and  it  is  quite  fallacious  to  com- 
pare supoly/demand  patterns  relating  to  two  different  price  levels.  A 
more  logical  base  for  estimating  the  real  shortfall  could  be  the  supply/ 
demand  numbers  for  1975,  at  least  these  represent  the  same  price  bracket 
as  that  of  January  and  February  1974,  the  embargo's  peak  months  as  far  as 
the  U.S.  was  concerned.  The  1 ondc  Economist  did  precisely  that,  and 
came  to  the  following  conclusion  about  It,  called  "the  boycott  that  wasn't": 

"The  Economist. . .adopted  the  simple  expedient  of  checking  the 
insurance  coverage  at  Lloyd's  of  oil  shipments  from  the  Gulf, 
and  found  that  the  boycott  was  not  being  enforced  as  fully  as 
both  sides'  propaganda  al leged. . . . In  the  peak  boycott  month  of 
January  1974,  shipments  of  oil  from  the  Middle  East  were  5 per- 
cent higher  than  In  the  free  market  of  January  1975.  All  through 
the  early  months,  after  the  price  hoist,  all  through  the  period 
when  the  world  was  supposed  to  be  being  strangled  by  the  boycott, 
the  Arabs  were  shipping  out  more  oil  than  customers  were  ever 
likely  to  buy  at  the  new  price. ..an  army  of  thousands  in  the  West 
and  the  Middle  East  are  now  sensibly  looking  for  trading  and  price 
arrangements  that  may  prevent  the  next  war  from  creating  an  oil- 
price  nonsense  again.  An  oil-price  nonsense  it  is."** 

Synchronization  and  Control  Constraints 

The  strength  of  any  means  of  inter-state  Influence  can  ultimately 
be  measured  only  by  comparing  objective  results.  That  the  I9r,6  and  1967 

*^EA,  "Economic  Impact,"  pp.  9"l4. 

A* 

'The  North  Sea  Bubble,"  The  Economist.  March  8.  1975,  PP*  16-17- 
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poi i t leal  I y- inspl red  oil  crises  failed  to  attain  their  primary  political 

goals  is  beyond  dispute.  Opinion  about  the  1973  oil  embargo,  however. 

varies.  Near  as  one  can  tell,  the  Brookings  Institution's  evaluation  is 

probably  correct  in  summing  the  question  up  by  no.ing  that- 

" it  is  too  early  for  fine!  judgments  on  the  success  of 
the  i ab  u e of  the  oil  weapon  in  I973-7A.  hey  d,d  achteve 
some  change  in  the  publicly  proclaimed  policies  o a an  and 
several  European  countries  toward  the  Arab- 1 srae' 1 ? 

The  Arabs  also  may  believe  that  the.r  '"bar9°and  Production 
restrictions  spurred  the  United  States  to  work  harder  for 
Middle  Eastern  settlement,  although  it  can  equal  , M*1 I to 

argued  that  U.S.  diplomacy  was  driven a«"han  by  fear  of  an 
defuse  a dangerous  threat  to  world  peace  than  by 

oil  shortage. "* 

indeed,  it  is  no  coincidence  that  the  oil  weapon  as  a political 
phenomenon  has  been  found  to  he  only  a mildly  effective  tool  of  diplomacy 
at  best.  The  origin  of  the  weapon's  i.l.tlvd  ineffectiveness  lies  -Ithin 

the  fact-stressed  throughout  this  study-that  there  is  no  such  thing  as 

Dat.u.r  It  Is  dn  added  rhetorical 
a purely  political  Arab  oi  1 weapon.  Rather, 

dimension  to  an  activity  which  Is  intrinsically  economic  and  Is  subjected 
to  policies  which  are  primarily  profit-oriented.  If  OAPEC  were  genuinely 
intent  on  maximizing  the  short-run  political  benefits  derivable  from  Its 
latent  oil  power,  as  defined  under  the  explicit  objectives  of  the  embargo, 
its  strategy  should  have  focused  on  production  restrictions  coupled  with 
severe  price  controls-all  Indexed  to  the  political  Issue  at  stake.  Keep- 
ing prices  low  would  have  simultaneously  kept  consumers'  demand  for  OAPEC 
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oll,  secured  their  long-term  dependence,  and  demonstrated  that  political 
objectives  transcend  the  station  to  exploit  the  shortage  for  economic 

benef its. 

Obviously  this  did  not  happen.  Lifting  of  the  1,73  embargo  coincided 
with  the  drastic  December  price  rise  and  soon  almost  all  Arab  production 
and  exportation  returned  to  normal.  Concern  for  the  Arab  cause  on  the  par. 
of  OAPEC's  leaders  lasted  only  as  long  as  the  contrived  shortages  had  their 
economic  rationale  as  well.  The  ,^ent  political  gains  had  to  be  traoed  off 
against  econtmslc  ones,  some  Arabs  unhesitatingly  opted  for  the  latter.  That 

the  major  constraint  on  the  oi,  weapon  has  been  the  Arabs'  own  unwill'ng- 
„ess  to  have  to  pay  for  It.  But  to  say  that  amounts  to  confirming  what  ha, 
already  been  asserted:  tha,  the  oi  I weapon  Is  -thing  more  than  a deceptive 
political  formulation  of  a basical. y economic  condition.  As  long  as  It 
be  economically  profitable,  production  will  be  restricted  whether  under  the 
banner  of  the  Arab  cause,  as  it  was  in  1,73-7*.  or  as  a straightforward 
cartel  oil  policy,  as  done  before  and  after  the  '973-7*  events.  But  If 
production  restrictions,  being  the  essence  of  the  oil  weapon,  -ere  to  some- 
bow  lose  their  econ^ic  sense,  then  the  experience  of  1,57.  19*/  - 
a„  suggest  that  the  weapon  would  rapidly  be  withdrawn  or  remain  unused  in 
the  first  plans.  A repetition  of  supply  manipulations  of  the  k.nd  that 

make  up  this  Instruct  of  d, piracy  ultimately  depends  on  the  

„f  ,h.  economic  conditions  which  call  for  supply  restrictions.  That  OPEC  s 
main  problem  would  be  precisely  the  creation  of  such  conditions  will  be 
argued  In  Chapter  VI.  It  suffices  to  point  out  at  this  Juncture  that  OAPEC's 
tactics  of  suppl 1 curtailment  and  denial  derive  from  the  cartel Izatlo 
the  market.  Thus,  just  as  economic  situations  could  lead  to  further 
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actual izations  of  the  oil  weapon,  so  will  they  greatly  circumscribe  it 
once  deployed. 

The  three  actual  dep'oyn.ents  of  the  Arab  oi  i weapon  indicate  that 
this  very  instrument  is  also  constrained  by  "mechani ca i"  limitations  on 
its  effectiveness.  Two  main  types  of  limitations  present  themselves: 
problems  of  synchronization  and  control  difficulties.  The  former  applies 
to  time/space  synchronizat ion-the  timing  of  the  application  of  the  weapon 
and  its  integration  into  the  political  context  which  it  is  expected  to 
affect.  The  latter  includes  the  problem  of  targetab i i i ty  of  the  oil 
weapon  and  the  degree  of  control  which  can  be  exercised  over  its  impact. 

The  foiiowing  analysis  discusses  these  limitations  as  they  can  «e  observed 
in  ail  three  oi!  crises  but  with  particular  emphasis  on  the  last  oi i 
embargo. 

Popular  political  evaluations  exhibit  a pendulum  effect  of  sorts; 
from  one  extreme  conclusion  they  jump  to  the  other.  Just  as  it  was  common 
to  dismiss  the  potential  of  the  oil  weapon  In  the  aftermath  of  its  disastrous 
1367  use,  so  it  is  now  common  to  regard  it  with  awe  in  iight  of  its  accom- 
plishment during  the  1973  oi i embargo.  It  should  be  noted,  however,  that 
success  through  the  collaboration  of  the  victims  does  not  necessarily  imply 
possession  of  effective  influence.* 

* “ — — 

lorD.  Da"leI  E 1 1 sberg 1 s study  on  "The  Art  and  Practice  of  Blackmail"  (mlmeo., 
I95B)  helps  to  iliuminate  this  tendency  to  ascribe  success  to  the  oil  weapon 
by  failing  to  distinguish  between  cause  and  effect.  In  his  study  Ellsberg 
points  out  that  no  correlation  exists  between  the  level  of  threat  used  during 
a bank  holdup  and  the  teller's  compliance  with  the  robber's  demands.  Ells- 
berg surmised  that  fountain  pens  and  halrcombs,  fake  weapons  favored  by  bank 
robbers,  are  as  effective  weapons  as  pistols  and  submachine  guns,  since  empi- 
rically all  had  had  roughly  the  same  degree  of  success.  Obviously,  success 
in  bank  holdups,  as  Ellsberg  Indeed  concluded,  depends  most  on  the  teller's 
apathy  in  the  face  of  a threat  aimed  really  at  the  bank  and  not  at  himself. 
The  paradoxical  hypothesis  about  the  equality  of  weapons  is  therefore  not 
proven  by  these  experiences.  Similarly  erroneous  is  the  finding  that  pro- 
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In  essence,  economic  i nstrumerta 1 i t i es  have  limited  coercive  capa- 
bilities. Unii'.t:  military  measures,  economic  processes  are  initiated  and 
carried  out  in  the  expectation  of  mutual  advantage  Such  interactions 
are  essentially  voluntary  and  based  upon  tho  mutual  responsibility  and 
reciprocity  which  characterize  relationships  of  constructive  interdepen- 
dence. Thus,  trade  can  be  transformed  from  a mutually  beneficial  exchange 
into  a direct  contest  of  power  and  influence  only  under  abnormal  circum- 
stances.* But  when  such  a transformation  threatens  to  occur,  those  concerned 
simply  compare  economic  gains  with  political  risks  and  take  the  appropriate 
measures.  In  abstract,  just  as  the  party  which  might  gain  from  politicizing 
trade  will  be  tempted  to  exiolt  market  conditions,  the  potential  victim 
should  extract  himseif  tr.xn  the  economic  ambush.  Trade  benefits  are  seldom 
so  superior  to  national  interests  that  the  economic  ties  would  be  invluner- 
able  to  rising  political  costs.  For  this  reason  It  is  clear  that  economic 
warfare  is  a contradictory  affair;  its  potential  effectiveness  is  limited 
by  the  context  in  which  it  occurs.  Econo...!'-  pressures  can  attain  political 
results  only  when  commercial  exchanges  cannot  be  discontinued  at  a moment’s 
notice  or  when  the  associated  political  costs  are  low  enough  to  warrant  the 
continuation  of  the  strained  economic  relationships.  In  other  words,  the 

Arab  policies  by  come  European  nations  prove  the  potency  of  the  oii  weapon. 
In  reality,  the  oil  weapon  was  no  mere  technically  successful  in  1973  than 
it  was  in  1967  and  1956.  This  has  been  obscured  by  Europe's  and  Japan's 
attempt  to  snatch  defeat-*-to  use  Adeiman's  phrase--from  the  jaws  of  victory. 

*The  ability  to  interfere  with  world  trade,  either  for  price  gouging 
or  for  poiitica’  influence,  depends  on  five  fundamental  conditions:  First, 

monopolistic  control  over  a significant  portion  of  the  market,  second,  _i_ow 
export  dependence  as  reflected  in  an  ability  to  forego  export  earnings  and 
being  relatively  Immune  to  economic  retaliation;  third,  i nel as 1 1 c pr i ce 
elasticity  of  demand;  fourth,  low  substitutability  for  the  commodity  which 
"is  being  denied;  fifth,  in  the  absence  of  a clear-cut  monopoly,  a strong 
political  and  economic  cohesion  among  the  oligopolists. 
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success  of  economic  pressure  is  inversely  proportional  to  its  actual  ef- 
fectiveness. Furthermore,  economic  coercion  is  a short  run  matter  at 
best.  The  effectiveness  of  actual  economic  denial  vanishes  over  time; 
the  victim  Is  not  likely  to  fall  into  the  same  trap  twice. 

This  is  indeed  the  paradox  of  economic  weapons:  their  effectiveness 

depends  on  their  non-use.  While  this  implies  an  enhanced  effectiveness  on 
the  putative  level  (i.e.,  in  the  form  of  a threat),  maintaining  pressure 
th.ough  putative  power  ?s  quite  difficult,  since  at  that  phase  the  element 
of  credibility  is  introduced.  And  credibility  can  only  be  assured  by  o 
willingness  to  put  threats  into  effect.  Once  this  is  done,  however,  the 
economic  weapon  tends  to  backfire  on  those  who  apply  it. 

The  limited  actual  utility  of  economic  weapons  thus  reduces  their 
putative  effects  as  well.  Moreover,  a decline  in  the  credibility  of  a 
putative  instrument  can  also  be  caused  by  any  delay  in  Its  activation 
once  one's  lluff  Is  called.  But  delay  happens  to  be  the  best  strategy  for 
the  prolongation  of  the  putative,  and  relatively  ci.eaper,  phase,  since 
actualization  will  probably  prove  self-defeating.  In  short,  taking  such 
constraints  into  consideration,  only  under  extraordinary  c i rcumstance i can 
economic  warfare  by  itself  actually  coerce  another  nation. 

The  long  history  of  economic  warfare  testifies  to  its  low  effective- 
ness. The  internal  contradictions  of  using  economic  weapons  are  aggravated 
t .erious  practical  difficulties  In  their  implementation.  Targe. ing,  con- 
trolling, timing,  and  monitoring  economic  weapons  pose  almost  insurmountable 
problems.  After  all,  trade  is  a societal  activity  which  cannot  be  endowed 
with  precision  and  speed  when  transformed  into  a weapor.  A crude  and  slow 
mechanism  at  beu,  economic  warfare  is  likely  to  produce  no  more  than 
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marginal  results.  Past  applications  of  economic  pressures--sanct Ions , 
boycotts,  blockades,  embargoes,  even  strategic  bombinq--point  clearly  to 

• A 

this  bleak  conclusion.  Only  in  combination  with  concrete  and  direct  mil- 
itary measures  had  economic  coercion  been  effective. 

This  is  not  to  say  that  economic  warfare  is  useless.  It  can  achieve 
results  so  long  as  it  is  managed  within  its  highly  constrained  limics. 
Despite  its  paradoxical  character,  tactics  and  strategies  of  economic  war- 
fare have  a logic  of  their  own.  Everything  else  being  equal,  the  effec- 
tiveness of  a commodity  weapon  depends  upon  whether  three  elementary  con- 
ditions are  met.  First,  the  user  should  b„*  able  to  absorb  the  consequences 
of  disrupting  a presumably  mutually  advantageous  interaction.  Second, 
some  control  is  needed  over  the  full  economic  process  by  which  the  commodity 
weapon  Is  to  hit  the  targeted  economy,  i.e.,  lack  of  ability  to  manipulate 
such  phases  as  distribution  could  completely  negate  the  weapon.  Third,  for 
the  weapon  to  be  successful,  the  targeted  trading  partner  should  be  locked 
into  a position  from  which  he  cannot  avoid  being  hit.  Evidently,  the 
potential  for  economic  influence  is  directly  related  to  the  extent  to  which 
the  targeted  nation  is  unable  to  escape  from  the  economic  ambush  into 
which  it  nas  marched.  The  key  co  victory  for  both  antagonists  is  their 
respective  degree  of  control  over  the  market  and  th*»  patterns  of  trade 
taking  place  there. 

To  summarize,  the  coercive  use  of  an  essentially  voluntary  and  coop- 
erative activity  offers  little  prospect  of  strategic  success.  In  practical 

Jf  ' 1 ' ' ' — ■ — — 

1 . See  K'a“s  Knorr's  Power  and  Wealth  ( w York:  Basic  Books,  Inc. 

973;,  pp.  128-192.  Knot  r s conclusion  is  simple.  "Notwithstanding  the 
large-scale  practice  of  economic  warfare  by  economic  measures  In  World 
Wars  i and  li,  Its  utility  in  the  future  is  uncertain  but,  in  all  like- 
lihood, slim  if  not  nl*."  {p.  1 37 . ) 
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terms,  susceptibility  to  economic  pressure  occurs  only  where  the  victim 
is  highly  dependent  on  a non-subst i tutable  commodity  over  which  the 
attacker  holds  monopolistic  control.  Ever,  if  these  stringent  conditions 
are  present,  success  is  by  no  means  assured.  In  the  final  analysis,  com- 
pel lance  is  the  most  formidable  of  all  modes  of  influence;  the  best  way 
to  ensure  results  is  to  pursue  only  modest  political  objectives. 

By  and  large,  the  “oil  weapon"  is  no  different  from  other  economic 
weapons.  It  Is  admittedly  a vital  resource,  and  its  global  availability 
does  rot  allow  the  degree  of  commercial  maneuverability  present  in  non- 
raw materials  trade.  Since  the  trade  in  raw  materials  allows  little  mar- 
ket flexibility,  they  are  high  on  lists  of  strategic  commodities  to  be 
denied  by  offensive  economic  action  or  protected  oy  defensive  action.* 

The  oil  weapon  is  not  a separate  mechanism  designed  solely  for 
punitive  action  to  back  up  political  demands;  its  many  limitations  stem 
from  this  fact.  Its  use  requires  simultaneous  juggling  between  political 
gain  and  pecuniary  profit.  The  1973  embargo  occurred  when  these  interests 


The  example  of  OPEC  had  its  economic  spill-overs  as  well.  Many  raw 
material-producing  countries,  rallied  by  Algeria's  platform  for  a New  Econ- 
omic Order,  have  shown  increasing  interest  in  improving  their  terms  of  trade 
through  a cartelization  of  their  markets.  The  seven  major  bauxite  exporting 
countries,  for  instance,  sought  in  March  197k  to  emulate  OPEC's  experience 
ar>d  form  a producers'  organizat ion.  The  already  existing  four-nation  Council 
of  Copper  Exporting  Countries  (CIPEC)  flexed  its  muscles  and  tried  to  cut 
back  exports  (no  political  pretext  was  deemed  necessary)  10  percent.  Iron 
ore  exporters,  mostly  less-developed  countries,  were  also  discussing  plans 
to  create  a formal  collective  organization.  The  extent  to  which  OPEC  is  the 
wave  of  the  future  or  just  an  extraordinary  exception  is  debatable.  Para- 
doxically, that  almost  without  exception,  all  efforts  at  imitating  OPEC 
failed  In  197k  is  partly  explainable  by  OPEC's  very  success.  That  is,  high 
oil  prices  have  brought  about  such  a recessionary  convulsion  in  the  West  that 
demand  for  other  raw  materials  fell  sharply,  with  prices  following  suit.  Jux- 
taposing measures  of  U.S.  import  dependence  against  world  market  conditions. 

It  turns  out  that  vulnerabl 1 1 1 les  equivalent  to  that  of  oil  could  develop 
only  In  two  metals.  Chromium  (only  9 percent  domestically  produced)  Is  almost 
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converged,  but  the  convergence  did  not  extend  to  other  aspects  of  the 
embargo,  such  as  its  duration.  Nevertheless,  the  deployment  of  the  Arab 
oil  weapon  in  1 973" 74  points  to  the  existence  of  grey  areas  in  relations 
among  nations  which  permit  such  tactics  to  be  used;  the  limitations  of 
such  actions  were  put  on  view  as  they  were  in  the  previous  crises  too. 

* * * 


The  timing  of  the  oil  weapon  poses  the  first  important  synchroniza- 
tion problem.  Although  the  potential  threat  of  oil  supply  disruptions  in 
the  second  half  of  the  decade  had  been  obvious,  few  observers  expected  an 
embargo  in  the  fall  of  1973-  American  dependence  on  OAPEC  oil  at  the 
time  was  well  below  the  critical  threshold,  and  an  Arab  embargo  seemed 
premature. 

The  Arabs  were  wise  not  to  apply  the  oil  weapon  earlier,  since  only 
after  1970  did  American  importation  of  Arab  oil  grow  to  an  appreciable 
level.  In  fact,  given  the  sudden  increase  in  American  competition  for 
and  consumption  of  Eastern  Hemisphere  oil,  it  is  plausible  that  had  the 
Arabs  withheld  the  use  of  the  oil  weapon  for  a few  more  years,  American 


non- subs t i tu table  and  Is  concentrated  in  South  Africa  and  the  U.S.S.R. , 
suggesting  the  possibility  for  politically  relate”  supply  Interruption 
and  price  gouging.  Platinum  (6  percent  domestically  produced),  with  its 
limited  substitutability  does  not  exhibit  a significant  disruptive  poten- 
tial (see  the  Council  on  International  Economic  Policy’s  International 
Economic  Report  of  the  President,  March  1975.  P-  27).  Oil  is  currently 
an  exception  as  a raw  material  ideally  suited  for  economic  and  political 
manipulations.  As  such.  It  is  comparable  to  past  Instruments  of  economic 
warfare. 
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vulnerability  would  have  been  far  greater.*  As  it  was,  only  about  10 

percent  of  America's  total  energy  consumption  would  have  been  threatened 

% 

had  the  Arabs  totally  halted  Middle  East  exports  to  the  U.S.,  as  they 
might  some  day  be  able  to  do  through  improved  control  of  distribution. 

Thus,  in  a technical  sense,  it  can  be  argued  that  the  Arabs  should 
have  waited  another  year  or  so  until  the  targetabl 1 1 ty  of  the  oli  weapon 
would  have  been  capable  if  forcing  significantly  greater  concessions  from 
the  American  government  crom  an  economic  standpoint,  then,  It  Is  doubt- 
ful whether  1973  was  the  optimum  time  to  unleash  the  oil  weapon.  Further- 
mo.  e,  to  the  extent  that  economic  weapons  are  bes*  suited  to  short-term 
use,  OAPEC  planners  must  have  realized  that  the  one-shot  character  of  the 
entire  affair  might  mean  sacrificing  future  opportunities  of  even  greater 
pol i t leal  promi se. 


The  activation  of  the  oil  weapon  therefore  suggests  that  this  decision 
was  not  predetermined  by  pure  tactical  expediency.  OAPEC  did  not  seek  to 
optimize  the  use  of  the  oil  weapon  £er  se.  Instead,  the  economic  consider- 
ations surrounding  Arab  oil,  particularly  the  pressures  to  cut  back  on  pro- 
duction, which  culminated  In  19/3,  created  the  conditions  needed  to  couple 


economic  steps  with  political  demands.  The  unsheathirg  of  the  weapon 
looks  untimely  only  when  seen  within  the  narrow  context  of  the  Arab- 


Israeli  dispute.  If  Integrated  into  the  economic  pretext,  of  production 


Early  In  1973,  the  Sec 
try  study  on  possible  supply 
roleum  Council  established  a 
July  1973  Issued  an  interim 
ruptlon  of  Petroleum  Imports 


hypothesized  two  possible  in 
other  January  I , 1978.  Its 
be  importing  about  42  percen 
projected  to  be  5$  percent  o 


retary  o7  the  Interior  requested  an  oil  indus- 
disruptions.  In  response,  the  National  Pet- 
Committee  on  Emergency  Prepare  Jnesi.  and  in 
report  titled  Emergency  Prepar.dness  for  Inter' 
Into  the  United  States.  That  timely  report 


terruption  dates,  one  January  1,  1974  and  the 
projections  were  that  in  1974  the  country  woul. 
t of  its  oi i needs,  and  by  1978  imports  were 
f requirement. 
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programming,  participation  negotiations,  ar,J  price  bargaining,  the  timing 
of  the  "October  Revolution"  seems  eminently  reasonable. 

Since  in  general,  economic  weapons  arc  slow  to  impact  on  the  tactical 
level,  still  another  timing  problem  presented  itself.  The  oil  weapon,  too, 
has  a built-in  time  lag,  due  to  transport  time,  the  existence  of  emergency 
stocks,  or  optional  re-opening  of  shut-in  capacity  in  certain  consuming 
countries.  In  1973,  it  took  between  two  and  eight  weeks  for  shortages 
to  be  felt  by  consuming  nations,  depending  on  distances  and  stock  manage- 
ment. More  rigorous  s tock  w i thd rawa i s could  have  prolonged  the  time  lag 
by  months.  This  lag  between  the  moment  of  "firing"  and  Impact  had  two 
drawbacks  from  the  Arab  standpoint.  First,  it  required  sustained  cooper- 
ation among  the  instigators  of  the  oil  action  during  the  time  lag;  lack 
of  cooperation  would  have  caused  an  immediate  failure  of  the  action. 

This  latter  obstacle  to  the  successful  deployment  of  the  oii  weapon 
fids  to  do  with  the  inability  of  any  single  oii  producing  country  to  manage 
a boycott  on  its  own--an  alliance  of  producers  is  needed,  i.e.,  a politico- 
economic  synchronization.  OAPEC,  a,  political  alliance  within  the  cartel, 
provides  sufficient  control  over  a large  enough  share  of  production  to 
make  a difference,  but  the  ai  I iance  has  never  been  very  cohesive.  As 
noted  earlier,  OAPEC  was  established  to  prevent  the  radical  Arab— or  for 
that  matter,  the  "confrontation"  states  from  determining  Arab  oil  policies. 
Only  iater,  when  it  economically  suited  "conservative"  Kuwait  and  Saudi 
Arabia,  did  OAPEC  develop  its  own  militant  poi icles— though  not  by  elimin- 
ating internal  divisions.  During  the  1973  embargo,  the  OAPEC  members 
initially  demonstrated  a relatively  high  degree  of  coordination  and  coop- 
eration. But  for  various  reasons,  all  predominantly  economic  in  nature, 
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this  remarkable  feat  beqan  to  fall  apart  after  two  months  passed.*  Even 
during  the  initial  period  Iraq  and  Libya  did  not  carry  out  OAPEC  decisions. 
Bahrain,  Abu  Dhabi,  and  Oman  were  excused  from  the  obligation  to  curtail 
their  output,  so  the  burden  of  the  embargo  fell  on  Saudi  Arabia  and  Kuwait. 
Indeed,  at  least  two-thirds  of  the  shortfall  were  sustained  by  these  two 
countries  alone.  Kuwait  had  long  been  a 'conservationist"  oil  producer, 
and  Saudi  Arabia  was  contemplating  such  a course,  anyway.  In  other  words, 
Saudi  Arabia's  emergence  as  production  and  prico  leader  within  the  cartel 
enabled  it  to  effectively  cut  back  even  w i thout  i*s  partners'  support. 

The  cooperation  and  coordination  needed  for  a successful  Arab  oil  strategy 
were  not  really  achieved  between  1967  and  1973-  Acrimony  and  divergence 
of  interests  remained,  but  the  share  of  the  market  controlled  by  Kuwait 
and  Saudi  Arabia  changed.  The  absence  of  a cohesive  Arab  oil  front  sug- 
gests that  by  November  OAPEC  must  have  neared  the  limit  of  its  restrictive 
capabi I i ty. 

A second,  and  more  critical  time  factor  was  the  need  to  synchronize 
the  weapon's  impact  with  the  political  events  it  was  intended  to  influence. 
The  Arab  oil  weapon  has  traditionally  been  held  in  abeyance  for  the  even- 
tuality of  an  outbreak  of  hostilities.  But  Middle  East  confrontations, 
like  most  modern  crises,  were  brief.  The  Arabs  probably  realized  that  the 
oil  weapon  could  not  be  deployed  optimally — Imposed  at  the  moment  when 

OanLwart  A.  Rustow,  in  a concise  analysis  of  the  dependability  of 
Middle  East  oil,  identifies  two  key  determinants  of  that  Issue.  First, 
the  strength  of  the  producers'  cartel,  as  such;  and  second,  the  degree  of 
political  un'ty  among  the  Arab  producers  (see  his  contribution  to  "Oil  Im- 
ports and  the  National  Interest,"  Petroleum  Industry  Research  Foundation, 
Inc.,  New  York,  March  1971,  pp.  36-A2).  SIPRI's  Oi I and  Securl ty  arrived 
at  the  conclusion  that  such  unity  in  1973  disintegrated  within  three  months, 
l.e.,  as  soon  as  prices  were  successfully  increased  (p.  29). 
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war  broke  out  to  reach  its  full  impact  at  crucial  turning  points  of  the 
crisis.  The  Arabs,  of  course,  were  aware  that  Mid-East  wars  would  prob- 
ably last  for  less  than  three  weeks,  and  that  mo  oil  shortfall  could  be 
achieved  in  such  a short  time.  They  were  therefore  confronted  with  a 
difficult  choice.  One  possible  gambit  was  to  start  an  o'l  squeeze  before 
the  outbreak  of  hostilities.  The  price  would  be  high:  no  military  pre- 

text would  be  available  and  the  element  of  surprise  in  the  military  offen- 
sive might  be  lost.  The  other  alternative  was  to  wait  for  the  war  to 
begin  and  claim  that  this  was  the  provocation.  The  effect  of  that  course, 
however,  is  to  significantly  remove  the  oil  weapon  from  its  alleged  poli- 
tical context,  thus  crippling  its  potential  political  impact.  The  OAPEC 
members  chose  the  latter  route  in  1973  simply  because,  unlike  the  "con- 
frontation11 states,  the  Arab-lsraeli  issue  was  not  uppermost  in  their 
l annlng;  the  OPEC  negotiations  of  September  and  October  were  overriding 
in  this  respect.  As  for  the  next  time  around,  OAPEC  seems  to  have  shifted 
its  tactical  planning.  Abdul  Amir  Kubbah,  a high-ranking  Iraqi  oil  offi- 
cial, gave  the  following  assessment: 

"Now,  what  are  the  chances  that  the  Arabs  will  unsheath 
the  oil  weapon  again?  It  is  hazardous  to  venture  a guess; 
but  the  way  Israel  is  talking,  it  is  hard  to  imagine  that  it 
will  one  day  voluntarily  give  up  the  invaded  territory; 
and  the  way  the  U.S.  is  acting,  it  is  equally  hard  to 
imagine  that  it  will  one  day  cease  defending  Israel's 
conquest.  A world  holocaust  appears  inevitable  in  the 
crazy  world  we  are  living  in.  Needless  to  say,  the  coming 
war  will  be  more  ferocious  than  anything  that  humanity  has 
hitherto  suffered,  and  oil  will  add  to  ts  ferccity  and 
widen  its  scope.  With  one  difference.  The  use  of  the  oi 1 
weapon  will  precede  the  coming  war  instead  of  lagging 
behind  i t."*  [Emphasis  added.] 


Abdul  Amir  Q.  Kubbah,  OPEC --Past  and  Present  (Vienna,  Austria:  Petro- 

Economic  Research  Centre,  197**] , p.  1 0()- 101. 
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Perhaps  the  most  serious  weakness  of  the  oil  weapon  is  its  limited 
targetability.  A weapon  without  a proper  guidance  mechanism  must  be 

considered  somewhat  defective.  At  the  he.ght  of  the  embargo,  the  Petroleum 
Press  Service  ed i tor i a 1 i zed , 


The  successful  use  of  weapons  of  war  rests  on  the  ability  to 
distinguish  friend  and  foe  and  to  ensure  that  strategic  gains 
are  reaped  by  the  user.  The  oil  weapon,  by  Its  very  nature, 
cannot  do  this.  In  practice,  the  severe  production  cuts  are 
spreading  indiscriminate  damage  far  and  wide,  thus  threatening 

to  stir  up  general  ill  will  that  will  do  great  harm  to  the  Arab 
cause . 


This  drawback  of  the  oil  weapons  was  known  to  OAPEC  planners.  Dr. 
Nadim  Pachaci,  a former  Secretary  General  of  OPEC,  argued  against  any 
attempt  to  target  the  oil  weapon  at  all.  In  a speech  to  the  Financial 
limes  Conference  on  "World  Energy  Supplies"  in  London  in  September  1973, 
he  suggested  that  OAPEC  members  simply  follow  the  economic  logic  of  output 
restriction  ("oil  in  the  ground  is  more  valuable  as  an  investment  than 
bonds  and  securities")  and  call  that,  the  oil  weapon.  His  argument  about 
the  pitfalls  of  any  selective  embargo,  which  at  the  time  were  a part  of  the 
putative  phase,  ran  as  follows: 


My  plan  for  the  use  of  oil  as  a political  instrument  is  simple. 
We  need  not  deny  oil  to  any  country  In  the  world.  We  do  not 
need  to  Impose  an  oil  embargo  or  a boycott  against  any  country. 
An  embargo  against  one  or  more  countries  is  neither  practical 
nor  effective.  Our  experience  in  1967  against  the  U.S.  and 
Britain  did  not  work.  There  was  pooling  of  oil  resources. 

While  oil  was  flowing  to  the  rest  of  the  world  from  Arab  pro- 
ducing countries,  the  requirements  of  the  U.S.  and  Britain 
we  e satisfied  from  other  sources  such  as  Iran,  Nigeria,  Indo- 
nesia, and  Venezuela.  In  the  present  sellers'  market  for  crude 
oil,  reinforced  by  the  emergence  of  the  U.S.  as  a large-scale 
importer  of  Aral  oil,  there  is  no  need  for  Arabs  to  threaten 
to  stop  the  flow  of  oil  altogether,  thereby  cutting  off  their 
nose  to  spite  their  face.  All  they  would  have  to  do  to  make 


A Dangerous  Weapon,"  The  Petroleum  Economist.  November,  1973. 
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their  weight  felt  throughout  the  world  would  be  to  refrain 
from  expanding  their  production.  This  would  be  quite  suffi- 
cient to  cause  a world-wide  supply  crisis  in  a fairly  short 
per iod  of  time." 

Instead  of  adoptinq  this  Iraqi  strategy,  OAPEC  tried  to  test  the  oil 
weapon  for  its  targetabi I i ty . Considering  the  transformation  that  the 
world's  oil  market  had  undergone,  there  W2S  no  compelling  reason  why  1973 

should  have  necessarily  been  an  exact  repetition  of  the  1967  fiasco.  With 

* 

th“  advantage  of  hindsight,  however,  it  can  safely  be  concluded  that  Pachacl's 
analysis  did  not  underestimate  the  efficacy  of  the  oil  weapon.  Despite  the 
turbulent  market  and  the  significant  improvement  in  the  producing  count- 
tries'  leverage  over  the  concessionary  countries,  the  oil  companies  were 
still  able  to  defuse  the  fargetabi 1 i ty  of  the  oil  weapon  by  distributing 
available  supplies  evenhandedly  within  the  market.  An  effective  selective 
embargo,  then,  was  no  more  feasible  in  1973  than  It  was  In  1967. 

This  crucial  deficiency  of  the  oil  weapon  stemmed  from  the  diverse 
levels  of  dependency  on  Arab  oil  of  different  countries.  This  resulted  In 


*ln  addition  to  the  excellence  of  the  discussions  of  that  conference, 
it  is  extremely  interesting  to  analyze  the  positions  of  the  various  parti- 
cipants as  presented  less  than  a month  before  the  eruption  of  the  Middle 
Eastern  war.  Thus,  while  Nadim  Pachacl  might  have  been  lukewarm  towards 
the  use  of  an  overt  political  oil  weapon,  he  did  not  hesitate  to  predict 
drastic  price  rises.  Noting  that  average  U.S.  prices  of  crude  was  between 
3-75  and  k.O  dollars  per  barrel  well  head,  he  predicted  a sharp  Increase 
In  both  domestic  and  imported  oil  prices  within  a short  time.  Pachaci 
read  the  market  forces  prior  to  the  Mid-East  crisis  quite  correctly,  and 
as  former  Secretary  General  of  OPEC,  could  tell  an  OPEC  oil  offensive  when 
he  saw  one.  His  record  on  the  reliability  of  OPEC  oil,  on  the  other  hand, 
is  more  dubious,  as  the  following  ambiguous  statement  Illustrates: 

"With  regard  to  security  of  supply,  1 believe,  paradoxically 
perhaps,  that  Arab  oil,  considering  the  current  political  and 
economic  challenges  of  the  West,  might  be  regarded  as  the  more 
secure  source  of  imported  enerqy." 

The  speeches  of  that  conference  were  published  and  distributed  by  The 
Financial  Times  In  197^  under  the  appropriate  title,  "The  Unavoidable 
Chal lenge." 
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a compl  icated  mix  of  potential  economic  impact  across  the  board,  which 
yielded  uneven  political  leverage.  If  all  foes  depended  on  Arab  oil  and 
ali  friends  were  independent  (or  at  least  disposed  to  support  the  Arabs 
and  insulated  from  economic  turmoil  in  the  disfavored  countries),  then 
targeting  would  have  posed  no  such  difficulties.  However,  such  conditions 
were  hardly  likely.  The  very  structure  of  interdependence  on  whose  vulner- 
abilities OAPEC  capitalized  also  tended  to  insure  the  system  against  such 
disruptions.  Economic  Interdependence  in  numerous  markets  besides  energy 
spreads  the  recessionary  effects  of  supply  denial  from  one  country  to 
economic  contractions  within  her  partners.  The  vui nerabi i i ty  of  economic 
interdependence,  in  other  words,  is  also  the  source  of  its  resilience. 

This  tends  to  restrict  coercive  practices  which  rely  on  direct  targetab i 1 i ty. 
but  it  also  encourages  a perverse  sort  of  indirect  approach  whereby  the 
instrument  of  influence  <s  indiscriminately  applied;  directly  vulnerable 
countries,  which  are  of  some  importance  to  the  nation  whose  behavior 
is  the  real  objective,  are  simply  held  hostage. 

Even  given  some  precision  in  targeting  the  initial  impact  of  the  oil 
weapon,  it  is  nearly  impossible  to  isolate  the  economic  effects  in  any 
single  targeted  country.  The  resulting  collateral  damage  might  be  termed 
"economic  failout"  when  non-targeted  countries  are  hurt  and  a "boomerang" 
effect  when  the  repercussions  extend  to  the  country  applying  the  weapon 
in  the  first  place.  Economic  interdependence  in  numerous  non-energy 
markets  spreads  the  recession  of  one  country  to  her  economic  partners 
Nations  lacking  such  economic  links  through  intermediate  countries  must 
be  few  and  insignificant,  indeed;  thus  the  Arabs  couid  hardly  induce 
sneezing  in  Europe  or  the  United  States  without  causing  pneumonia  in  many 
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There  is,  in  fact,  no  irony  at  all  at  this  inverse  relationship 
between  dependence  on  Arab  oil  and  independence  in  foreign  affairs. 

Indeed,  countries  not  vulnerable  to  Arab  oil  pressure  did  not  feel  com- 
pelled to  accommodate  the  Arabs'  political  whims;  this  is  precisely  the 
reason  for  their  being  designated  by  the  Arabs  as  their  target.  Irony 
can  be  found,  however,  in  the  sentiment  shared  by  nations  really  dependent 
on  Arab  oil  that  they  will  be  spared  harm  only  if  they  adapt  their  foreign 
policies  to  their  economic  plight.  But  pro-Arab  sympathies  matter  little 
once  such  nations  are  selected  to  be  hostages  against  the  United  States. 

The  entire  affair  was  uneasily  reminiscent  of  another  Arab  tactical 
i nnova t Ion-- I nterna t iona I terrorism. 

The  ultimate  irony  of  the  197?  episode  was  that  by  embracing  their 
captors'  views,  the  Europeans  and  Japanese  actually  shielded  the  U.S.  from 
the  consequences  of  the  embargo.  !f  Europe  and  Japan  had  responded  to 
American  appeals  earlier  that  year  for  greater  consumer  cooperation  and  had 
behaved  during  the  crisis  in  a manner  more  compatible  with  their  allies' 
status,  then  the  Arabs,  in  turn,  would  have  been  more  justified  in  putting 
pressure  on  Europe  and  Japan,  and  the  U.S.  more  obligated  to  come  to  their 
rescue,  possibly  oy  sharing  both  available  supplies  and  their  pro-Arab 
attitudes.  But  Europe  and  Japan  behaved  differently;  they  disassociated 
themselves  fron  the  United  States  and  thus  enabled  the  U.S.  to  ignore  the 
oil  weapon  altogether.  To  the  extent  that  the  criteria  introduced  by 
Saudi  Ar  ib.'e  had  this  effect,  this  largely  symbolic  action  backfired  on 
the  Arabs  who  had  had  to  satisfy  themselves  with  the  limited  diplomatic 
assistance  Europe  and  Japan  could  offer  at  the  expense  of  releasing  their 
hostages,  and  thus  aiieviatinq  the  pressure  on  the  U.S.  without  obtaining 
ary  s'gnificant  concession. 
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The  indirect  approach  Is  thus  no  less  problematic  than  its  alternatives. 
Assuming  that  OAPEC  members  would  not  risk  destruction  of  thei*  best  oil 
markets  for  the  sake  of  a political  objective,  then  the  maximum  level  of 
economic  pressure  they  can  bring  to  bear  is  actually  set  at  the  maximal 
tolerance  point  of  the  weakest  of  the  intermediary  economies.  The  weakness 
of  the  intermediary  economy  corresponds  to  a high  degree  of  import-dependence; 
foreign  policy  would  be  similarly  affected.  This  discrepancy  between  the 
needed  and  the  feasible  amount  of  pressure  can  result  In  total  failure  of 
the  policy.  In  other  words,  a really  effective  Arab  oil  strategy  Is  not 
possible  under  these  conditions. 

Certain  limitations  displayed  by  the  Arab  oil  weapon  were  less  In- 
herent than  due  to  the  contemporary  political  and  economic  environment. 

•his  opens  the  possibility  of  better  or  worse  performance  of  the  weapon 
in  the  future,  depending  on  the  behavior  of  relevant  exogenous  factors. 

The  foremost  example  is  the  role  of  the  major  oil  companies  in  distributing 
the  impact  of  the  Arab  embargo  internationally  by  switching  supplies 
between  Arab  and  other  producers.  The  supply  of  oil  available  to  all 
consumers  resulted  in  the  greatest  damage  being  borne  by  those  nations 
most  dependent  upon  imports,  e.g.,  Japan,  rather  than  those  most  antaton- 
istlr  to  the  Arab  cause,  e.g.,  the  United  States. 

This  randomizing  of  the  impact  of  the  oil  weapon  by  the  companies 
may  have  inadvertently  aided  Arab  political  efforts  as  much  as  it  frust- 
ated  the  precise  targeting  of  the  oil  weapon.  While  the  majors  deflected 
much  of  the  impact  of  the  embargo  from  the  United  States,  It  may  have  been 
in  the  best  Interest  of  the  Arabs  to  avoid  confronting  the  United  States 
more  directly  or  exclusively.  It  has  been  noted  that  the  U.S.  was  far 


HI-2239-RR 


20) 


p 

II 


less  vulnerable  than  other  consumers  and  that,  to  whatever  degree  the 
U.S.  could  have  been  hurt  by  being  deprived  of  Arab  oil,  backing  the  U.S. 
into  a corner  would  have  encouraged  American  propensities  to  retaliate 
more  harshly.  Thus  the  Arabs  were  fortunate  in  being  able  to  pressure 
the  United  States  by  disrupting  the  Western  bloc  in  general.  The  United 
States  became  increasingly  isolated  in  its  strong  support  for  Israel, 
the  Atlantic  Alliance  was  left  even  more  tattered  than  previously,  and 
the  prospects  for  a politically  or  economically  united  Europe  were  set 
back  substantially  as  each  nation  sought  its  separate  interest  in  pursu- 
ing bilateral  guarantees  of  continued  supply  from  individual  producers.* 

The  Western  bloc  was  most  vulnerable  in  Europe,  and  whether  by  active 
design  (e.g.,  the  embargo  of  Holland,  including  Rotterdam),  or  serendipity, 
this  is  where  (along  with  Japan)  the  oil  weapon's  impact  was  greatest. 

The  untargetabi l i v of  the  oil  weapon  finds  its  primary  manifestation 
in  the  indiscriminate  denial  of  supplies,  but  an  inevitable  negative  effect 
only  naturally  parallels  the  supply  problem--that  of  price.  In  effect, 
it  has  been  argued  that  high  oil  prices  have  been  determined  less  by  poli- 
tical considerations  than  by  the  economic  aim  of  maximal  market  exploita- 
tion. Price  manipulation,  however,  could  be  useful  politically  in  improv- 
ing Arab  relations  with  the  rest  of  th-  Third  World.  While  prices  charged 
to  foes  can  perhaps  not  be  increased  much  more,  friends  could  certainly 
be  granted  reductions.  We  suggested  earlier  that  such  a policy  could  well 
encourage  further  erosion  of  support  for  Israel  in  the  Third  World.  The 

*!eter  Stingelin,  in  his  "Europe  and  the  Oil  Crisis"  (Current  History, 
Vol . 68,  No.  403,  March  1975)  concluded  that  insofar  as  theEEC  was  con- 
cerned, "The  petroleum  crisis  of  1 97 3~  1 97^*  dramatically  increased  the  danger 
of  actual  disintegration."  p.  97.  See  also  Walter  laqueur's  "The  Idea  of 
Europe  Runs  Out  of  Gas,"  The  Atlantic  Community  Quarterly,  Vol.  12,  No.  1. 
spring,  1974. 
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fact  that  this  tiered  system  has  so  far  been  resisted  by  the  Arabs  suggests 
greed.  Thus,  an  additional  shortcoming  of  the  high  price  aspect  of  the 
oi  i weapor  is  that  it,  too,  fails  to  discriminate  between  friend  and  foe: 
in  the  most  recent  embargo,  ail  consumers  had  to  pay  the  same  high  price. 

So  far  the  Arabs  hsve  resisted  Instituting  a tiered  price  system  which 
would  offer  even  limited  quantities  of  "cheap"  oil  to  either  political 
supporters  and/or  needy  countries.  Aid  has  so  far  been  limited,  for 
instance,  to  Kuwaiti  support  for  the  Egyptian  military  for  Palestinian 
movements,  and  token  sums  to  the  Fourth  World.  Iran  has  established  a 
large  development  fund,  but  by  offering  loans  rather  than  grants,  it  looks 
more  like  foreign  investment  than  real  aid  Here  the  Arab  dilemma  must 
have  been  the  most  acute;  after  all,  the  country  most  capable  of  paying 
higher  oi i prices,  the  United  States,  was  also  their  principal  political 
target,  whereas  the  non-aligned  Third  World  could  least  afford  the  price 
hikes.  By  refusing  so  far  to  institute  a tiered  system,  the  Arabs  have 
been  content  to  bleed  all  til  importers  without  regard  to  their  politics. 

An  additional  qualification  regarding  the  potential  usefulness  of  the 
oil  weapon  is  in  order,  if  import-dependence  patterns  seemed  to  have 
constrained  Arab  oi  i strategy,  so  have  the  patterns  of  export-dependence. 
Production  cuts  were  clearly  tempered  by  domestic  cash  requirements. 

This,  as  observed  in  Chapter  II,  was  the  most  prominent  reason  for  the 
collapse  of  the  1957  and  I °L»7  oi  i crises.  It  reappeared  In  1973.  For 
example,  out  of  concern  for  its  domestic  development  program,  Iraq  pressed 
for  higher  prices  but  refused  to  cut  back  production.  Although  among  the 
Middle  East  oil  producers  only  Iran  and  Iraq  have  managed  to  absorb  all 
of  their  oil  revenues,  several  other  OPEC  countries  set  floors  on  production 
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cuts  to  safeguard  their  revenue  inflows.  Given  the  growing  cash  surpluses 
described  earlier,  such  countries  as  Saudi  Arabia,  Kuwait,  and  the  Persian 
Culf  sheikdoms  could  cut  operations  to  the  minimum  le/el  essential  to 
keep  equipment  working  while  pondering  the  problem  of  investing  thoir 
accumulated  reserves.  However,  these  countries  are  aware  of  the  risk  that, 
should  the  market  at  any  point  weaken  the  present  upper  hand  now  enjoyed 
by  exporters,  they  could  suffer  serious  financial  reverses.  For  example, 
since  Iran  has  never  fully  recouped  losses  caused  by  hasty  cuts  made  two 
decades  ago,  her  current  development  plans  call  for  full  use  of  oil  re 
serves,  l.e.,  steady  production  below  the  maximum  potential  output.  In 
general,  however,  as  exporting  countries  develop  more  diversified  economic, 
which  are  Increasingly  capable  of  absorbing  revenues,  they  are  less  likely 

to  interrupt  the  flow  of  oil  suddenly. 

Another  weakness  of  the  oil  weapon  Is  that  Its  effectiveness  declines 
with  use.  Once  deprived  of  Arab  oil,  consumers  have  a strong  Incentive  to 
limit  future  dependence.  Thus,  the  oil  weapon  is  most  potent  In  th  ' y 
short  term.  In  the  very  short  term,  e.g. . a week,  pipeline  supplies  and 
inventories  can  cope  with  Immediate  demand.  In  the  longer  run,  a year 
for  example,  austerity  programs  followed  by  conversion  to  alternative 
energy  sources  can  substantially  reduce  petroleum  dependence,  but  only  at 
a substantial  cost.  The  willingness  of  consumers  to  bear  these  costs 
beyond  the  short  run  Is  hard  to  judge  in  advance.  However,  the  restric- 
tion of  production  as  an  oil  weapon,  if  employed  over  a long  time, 
could  well  inspire  economic  reprisals.  Its  effectiveness  would  naturally 
depend  on  producer  vulnerabilities.  Nonetheless,  it  seems  clear  that  the 
oil  weapon  Is  self-defeating  in  the  long  run.  But  a weapon  which  Is 
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again  to  use  the  oil  weapon  will  be  strong,  regardless  of  whether  its 
effectiveness  has  actually  declined.  Secondly,  now  that  the  precedent  of 
restricting  oil  flows  has  been  established  (e.g.  , Saudi  Arabia,  Kuwait), 
it  is  implausible  that  the  OAPEC  countries  will  ever  consider  relinquishing 
their  control  over  production  even  in  the  fact  of  managerial  difficulties 
of  the  sort  experienced  by  Iran  in  the  early  lS50s.  Finally,  the  recent 
pr.ce  hikes  Increased  OAPEC  revenues  so  much  that  even  higher  levels  will 

be  sought,  if  only  experimentally,  to  find  out  whether  even  higher  inflows 
might  be  attained. 

This  last  point  deserves  closer  consideration.  It  was  aroued  earlier 
that  further  price  increases  would  prove  self-defeating,  since  they  would 
tend  to  expand  the  available  amount  of  non-OPEC  oil  an,’  other  energy. 
However,  up  to  the  current  price  level,  the  price  elasticity  of  demand 
had  been  extremely  low;  demand  has  not  fallen  very  markedly,  despite  the 
price  increases.  But  the  view  that  further  Increases  would  be  self- 
defeating  is  equivalent  to  asserting  that  the  price  elasticity  of  demand 
should  be,  or  must  soon  be,  quite  high.  This  seeming  paradox  may  be 
caused  by  a contrast  between  the  short-  and  long-run  elasticities.  In  this 
case,  the  passage  of  time  should  erode  growth  of  demand  for  oil  and  promote 
sw.tches  to  alternative  energy  sources,  especially  if  oil  prices  increase 
further.  Have  we  actually  reached  or  tre  we  even  approaching  a price  level 
where  high  demand  elasticity  occurs?  The  production  costs  of  n,n-Arab  oil 
seem  to  be  as  high  as  ever.  While  the  U.S.  should  try  to  convince  the 
Arabs  that  we  have  already  reached  a point  of  high  demand  elasticity, 
pol 1 cymakers  should  do  what  they  can  to  establish  the  realities  of  this 
assertion.  If  alternate  sources  are  not  actually  available  at  comparable 
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toward  oligopolistic  Arab  control  over  both  production  and  distribution 
of  crude  ol i should  increase  their  ability  to  direct  the  initial  impact 
of  the  oil  weapon  and  Improve  the  targe  tab i 1 i ty  of  the  oil  weapon  cor- 
respondingly. As  a result,  the  Arabs  should  be  more  visibly  responsible 
for  particular  national  shortages  than  wai'  the  case  during  the  recent 
embargo.  In  1973  and  197**  they  were  able  to  blame  shortages  in  "most 
favored  countries"  on  the  maneuvers  of  the  international  oil  companies  and 
still  use  these  shortages  as  a lever  for  political  pressure.  In  short, 
increased  control  over  production  and  distribution  increases  exporters’ 
vulnerability  to  world  opinion.  It  remains  to  be  seen  how  far  tl  ' Arabs 
can  go  in  blackmailing  their  customers  without  triggering  severe  .etaila- 
tion,  especially  as  their  responsibility  for  crises  becomes  more  glaring. 

Finally,  a natural  danger  in  the  use  of  any  economic  weapon  is  that 
of  escalation  into  military  conflict.  This  is  particularly  likely  if  the 
country  employing  the  economic  weapon  would  be  clearly  disadvantaged  in 
a military  confrontation.  Certainly  the  United  States  and  other  industri- 
alized oil  importers  command  military  forces  far  superior  to  those  of  th.* 

ft 

Arabs.  The  consumer  nations  thus  have  an  incentive  to  shift  the  arena 
of  confrontation  from  the  economic  to  the  military  reaim.  Whether  this 
kind  of  escalation  occurs  would  seem  to  depend  upon  the  net  costs  and 
benefits  of  alternative  kinds  of  responses  to  the  nation  concerned.  The 
record  of  American  military  responses  (Vietnam,  the  Dominican  Republic, 


f 


Even  before  the  imposition  of  the  embargo  the  possibility  of  military 
action  was  mentioned  (e.g.,  Jim  Hoagland,  "Arab  Fear  of  Invasion  Stirs 
Anger  Toward  U.S.,"  The  Washington  Post,  September  26,  i 973 ) - 
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Lebanon)  does  not  suggest  that  they  were  triggered  by  a particularly  high 
level  of  economic  or  political  costs,  if  a serious  threat  of  Soviet 
intervent  on  is  not  perceived.  Admittedly,  these  confrontations  were  in 
defense  of  established  regimes  rather  than  straightforward  Invasions. 
Nevertheless,  the  inference  may  be  justified  that  the  United  States  Is 
not  unwilling  to  utilize  the  military  to  defend  its  political  and  economic 
Interests.  The  military  option  In  case  of  a too  effective  oil  boycott 
is  thus  always  open.  It  is  inconceivable  that  OAPEC  would  gain  anything, 
even  from  a faulty  Intervention.  The  ceiling  on  Arab  oil  pressure,  in 
other  words,  is  exactly  the  level  which  would  trigger  intervention.  The 
viability  of  the  oil  weapon,  then,  depends  on  its  ineffectiveness.  Were 
it  to  work,  It  would  first  have  wrecked  the  innocent  Japanese  economy  in 
passing,  and  then  provoked  an  American  reaction  once  it  seriously  damaged 
the  American  economy.  The  real  determinant,  therefore,  of  the  effective 
limitation  on  the  oil  weapon  Is  with  the  American  propensity  to  tolerate 
it.  Apparently,  caught  by  surprise  in  1973,  and  in  the  midst  of  a leader- 
ship crisis,  the  U.S.  was  unwilling  to  exercise  that  prerogative.  It 
Is  a stated  and  plaislbly  credible  American  policy  in  the  aftermath  of 
the  i973-7l*  oil  embargo,  that  the  U.S.  will  intervene  if  economic  itrangu- 
lation  of  the  West  takes  place.  Such  a threat,  credible  as  it  ...ay  be, 
puts  an  automatic  upper  limit  to  future  deployments  of  the  oil  weapon. 

The  IEA  oil-sharing  agreement  could  cope  with  smaller  shortfalls  (sec 
Chapter  VII).  The  net  effect  of  these  two  defensive  measures  has  been 
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to  negate  the  more  menacing  aspects  of  the  oil  weapon.*  All  depends  now 
on  the  attitude  and  policies  of  the  consuming  countries.  The  continuation 
of  their  policies  could  even  add  to  the  disruptive  force  inherent  in  the 
oil  weapon.  A reversal  of  policies  with  a view  to  restoring  balance  and 
security  to  the  system  could  easily  result  in  reducing  the  Arab  oil  weapon 
to  no  more  than  an  international  nuisance. 


A0APEC  planners,  of  course,  disagree  One  of  them  assessed  the 
prospects  for  the  oii  weapon  as  foilows: 

"It  is  aimost  certain  that  the  next  time  oil  is  used  as  an 
instrument  of  poiiticai  pressure,  it  will  be  more  effective 
than  before.  In  the  first  place,  Arab  countries  are  gradually 
taking  over  control  from  operating  companies  through  revised 
participation  deals  and  nat Iona  I i zat ions . Secondly,  the  United 
States  is  becoming  progressively  more  dependent  on  Arab  oil. 
Thirdly,  the  experience  gained  during  the  recent  events  will 
prove  valuabie  in  plugging  loopholes.  Fourthly,  there  Is  a 
possibility  that  Arab  producing  countries  may  decide  to  ex- 
ploit the  present  tanker  giut  to  increase  downstream  Invest- 
ments in  oil,  by  acquiring  ihe  highest  percentage  possible  of 
tankers  to  make  It  difficult  for  the  oil  companies  to  mitigate 
the  effects  for  any  future  embargoes  by  diverting  supplies." 
fAbdul  Amir  Kubbah,  0PEC--Past  and  Present,  p.  101.)  Whether  that  is  a 
statement  of  faith  or  merely  an  exercise  in  boosting  the  weapon's  credi- 
bility cannot  be  determined  with  certainty. 
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Chapter  Vi 


THE  OUTLOOK  FOR  WORLD  ENERGY  INTERDEPENDENCE 


The  account  given  in  the  previous  chapters  seems  to  substantiate 
Adelman's  thesis  that  monopoly  means  control  of  supply,  hence  ability 
to  stop  it;  that  high  prices  and  insecure  supply  are  two  sides  of  the 
same  coin.  indeed,  so  long  as  monopoly  was  not  countered  by  an  equally 
effective  monopsony  the  balance  of  power  favored  the  oil  producers  and 
was  seized  upon  by  them  to  extract  monopolistic  rent,  be  1 t of  economic 
or  politiral  nature  or,  as  it  happened,  both,  it  follows,  therefore, 
that  in  order  to  evaluate  the  future  reliability  of  oil  supplier,  one 
actually  has  to  assess  the  more  likely  configuration  of  forces  on  the 
world  energy  market  (taking  care  to  clarify  the  underlying  premises  as 
to  the  general  problem  of  resource  depletion)  and  the  ensuing  patterns 
of  export  and  import  dependencies. 

Projections  of  trends,  after  all,  are  often  extensions  of  past  pro- 
cesses as  they  are  perceived  by  the  forecaster.  Thus,  the  "neo-Ma 1 thus- 
ians'"  predictions  invariably  clash  with  the  "Machiavellians'."*  The 
former  believe  that  the  present  situation  is  the  result  of  natural  con- 
sumption of  finite  resources  by  growing  demand  that  has  been  accelerated 
and  distorted  by  political  events.  The  latter  view  the  energy  situation 


*The  Ford  Foundation's  Energy  Policy  Project,  prcbably  due  to  the 
influence  of  Its  director,  David  Freeman,  has  a clear  "Ma  I thus  Ian1'  bias 
and  can  be  singled  out  as  a good  representative  of  that  particular  orien- 
tation. See,  for  instance,  the  Project's  final  report,  A T lme  to  Choose 
(Cambridge,  Mass.:  Ballinger  Publishing  Company,  197M  • The  "Mach’jvel- 

lian"  school  has  many  variants.  A revisionist  type  is  Michael  Tanzer's 
The  Energy  Crisis:  World  Struggle  for  Power  and  Wealth  (New  vork: 

Monthly  Review  Press,  197*7: 
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as  the  outcome  of  policies  of  self-interested  entitles,  prl-rl.y 
international  oil  companies  and  producing  nations.  For  the  former.  the 
energy  PH—  dg.lns,  nature;  for  the  latter  I,  Is  a game 

of  strategic  Interaction. 

Vet.  whatever  the  views  on  the  origins  of  the  current  s.tuatlon- 

. . for  energy  consumer  waste,  depleting  energy  resources, 

burgeoning  demand  for  energy, 

government  incompetence  or  the  cartel's  greed-the  supposition  that  the 
days  of  cheap  energy  are  over  has  gained  cur, err,  not  only  among 
Hal  thus  Ians . Hany  author,  fr-  doth  schools  of  though,  expert 

„ptc  to  survive  Indefinitely  and  the  price  of  oil  conseguen.l,  to  remain 

high,  though  not  necessarily  at  today's  levels.  But  the  corollary  to 

, yin  also  remain  indefinitely  suscep- 
that  proposition  is  thut  supplies  will  also  rema 

tiple  to  interruption.  The  guestion.  then,  Is  htxv  Ukely  indeed  ,s  the 
carrel  to  continue  exerting  „s  dual  control  over  prices  and  security 

of  suppl ies7 

Obviously,  the  answer  to  th.t  depends  on  the  prevailing  econclc 
end  pout, -a,  forces  at  work.  ,n  Chapter  VI.  an  emphasis  I.  P'-ed  on 
tHO  essential  economic  relationships;  between  future  supply  and  demand 
„„  thr  one  hand,  and  between  the  various  Interest  group,  wlthln  the 
Cer,  „ on  the  ether.  Such  perspectives,  1.  be  argued,  would  at 

leas,  demonstrate  th.t  the  seemingly  axiomatic  assertion  that  the  era 

exaggerated.  Some  knowledge  about  *utur.  market  condltltns  would,  ,n 
addition,  t.,1  = groat  deal-direct, y and  Indirect, y-abou.  the  prospec 


tive  security  question. 


Hi -2239-RR 


213 


In  the  direct  sense  a perpetuation  of  the  cartel  would  ipso  facto 
imply  insecure  supplies;  but  the  future  of  the  market  conditions  would 
also  indicate  the  likely  long-run  equilibiium  price  levels,  which  in 
turn  could  suggest  the  degrees  of  dependence  and  self-sufficiency,  as 
well  as  the  projective  surplus  rccurul at  ions  within  OPEC,  hence  OPEC's 
relative  power  pos  i t ion--a 1 I indirect  security  attributes.  In  other 
words,  if  the  key  to  the  future  reliability  of  supplies  lies  in  the 
particular  form  of  interdependence  which  is  likely  to  persist,  then 
the  main  parameters  in  that  structure  are  those  of  supply,  demand, 
competition,  and  ultimately,  prices.  While  Chapter  VI  describes  the 
range  of  bus  iness-as-usual  projections.  Chapter  VII  would  argue  that 
deliberate  policies  to  ameliorate  the  situation  could  make  a substantial 
di fference. 

Supply,  Demand.  OPEC  and  Prices 

One  of  the  more  cormon  axioms  of  the  Malthusian  position  is  that 
supply  and  demand  relationships  are  less  relevant  than  the  ultimate 
firality  of  the  supply  function.  The  assertion  that  the  time  of  cheap 
energy  is  gone  is  derived  from  the  parallel  claim  that  an  age  oe  scarcity 
has  begun.  Malthusians  wojld  therefore  insist  that  the  currently  high 
prices  of  oil  eventually  reflect  the  realities  of  the  situation  as  the 
world  pays  dearly  for  nearing  the  limits  of  its  scarce  resources.  The 
view  taken  here  differs.  Not  only  is  there  no  immediate  danger  of 
exhausting  our  energy  resources  but  in  fact,  if  the  world  reacts  to  the 
current  energy  panic  as  it  has  to  other  seemingly  finite  raw  materials 
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crises,  the  result  is  likely  to  be  a veritable  flood  of  oil  and  an 

. * 
accompanying  drop  in  price. 

In  essence,  any  attempt  to  extrapolate  the  future  from  current 
conditions  would  be  both  an  exercise  in  futility  and  a compete  non- 
Crises,  after  all,  are  defined  by  their  being  trarsitory 
periods  of  abnormaicy,  i.e.,  the  wrong  basis  for  long-term  predictions. 
But  more  importantly,  the  situation  itself  is  characterized  by  processes 
which  are  inherently  :e i f-defeat i ng  in  their  dynamics  rather  than  self- 
fulfilling.  Such  negative  feedback  processes  simply  defy  extrapol atory 
practices.  That  is  to  say,  there  seems  to  be  a vicious  circle  in  which 
an  expectation  of  long-term  high  prices  might  bring  about  the  reverse, 
low  prices,  as  demand  is  dampened  and  new  sources  of  ener/iy  substitution, 
thus  actually  ensuring  OPEC's  control  and  high  prices.  This,  of  course, 
is  the  essence  of  the  familiar  "boom-bust"  phenomenon . A steadily 
growing  price  function  over  time,  as  has  been  suggested  In  numerous 
studies  since  1971,  Is  simply  unprecendented  and  Is  not  likely  to  occur 
first  in  the  energy  field. 

A close  study  of  alternative  supply  and  demand  projections  points 
toward  the  following  general  conclusions:  1)  if  maintained,  high  oil 

prices  will  stimulate  new  sources  of  energy  production  and  dampen  world 
_demand  to  such  a degree  that  a large  surplus  In  the  form  of  excess 
product]ve  capacity  will  remain  on  world  markets  well  Into  the  1980'^ ; 

2)  - pr *ces  are  not  ^ered,  output  reduction  will  have  to  be  made 


aTwo  Hud', on  institute  reports  tackled  the  question  of  long-ranqe 
energy  prospects.  Jeffrey  Marsh's  "When  Will  Oil  Peak  Out?"  (H I - 1 8?5/3- DP 

December’ 1974?  ’ l'  ,’iam  Brown's  "Long-Term  Energy  Prospects"  (111-2184-1 
December  1974).  ihe  London  Economist  comes  closest  to  sharing  this  Hudson 

of\h  **’  examP,e*  "The  North  Sea  Bubble,"  In  the  March  8,  1975 
issue  of  the  magazine.  ' 
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below  1975  export  levels  by  several  of  the  major  petroleum-exporting 
countries  in  order  to  clear  markets;  3)  in  effect,  today's  high  prices 
are  likely  to  sharply  erode  the  potential  long- term  ma rke t for  major  oil- 
exporting countries  as  substitution  caused  by  the  development  of  alter- 
native sources  takes  place;  4)  as  this  inconsistency  between  current 
price  levels  and  production  plans  becomes  apparent  and  more  acute,  either 
downward  adjustment  in  price  will  occur  or  the  cartel's  relative  unity 
will  disintegrate  and  price- leadersh  i p patterns  will  dominate. 

One  of  the  reasons  for  the  misconception  about  the  inevitability 
of  high  oil  prices  stems  from  the  notion  that  the  quadrupling  of  oil 
prices  within  a year  or  so  would  have  no  effect  whatsoever  in  consumption 

and  production.  As  prestigious  a body  as  the  World  Bank  (and  Shell  Oil, 

* 

for  that  matter)  assumed  no  price  effects  over  any  period  of  time. 
Nevertheless,  the  year  that  elapsed  since  the  imposition  of  high  prices 
strong!/  suggests  the  existence  of  at  least  moderate  price  elasticities 

i, 

of  demand,  and  It  seems  safe  to  assume  that  such  will  continue  and  have 
a rather  substantial  impact. 

* - - - 

Shell  Oil  publications  appearing  subsequent  to  the  price  increases 
show  the  same  demand  projections  as  the  company's  projections  a year  before 
these  prices  were  Increased.  See  "The  Series  of  Shell  Oil  Papers  Dealing 
with  Topics  of  National  Importance,"  Shell  Oil  Company,  197**. 

The  beginning  of  these  structural  changes  in  energy  demand  wrought 
by  high  oil  prices  a*"*  already  notictable.  Under  the  combined  pressure  of 
a global  economic  slowdown  and  recessionary  forces  on  top  of  the  direct 
price-effects,  oil  consumption  fell  in  all  oi 1 - import ing  countries.  Even 
In  the  absence  of  stiff  conservation  measures,  American  oil  consumption  fell 
3.2  percent  In  197**  relative  to  the  previous  year.  The  changes  In  oil  con- 
sumption In  197**  over  1973  In  other  major  oil  Importing  countries  were  as 
follows:  Canada,  6.1  percent  compared  to  6.3  percent  average  annual  change 

between  I960  and  1973;  Britain,  **.2  percent  and  7*1  percent  respectively; 
Prance,  6.3  percent  and  12.7  percent  respectively;  West  Germany,  10.**  percent 
and  12.7  percent  respectively;  Italy,  2.4  percent  and  13.0  percent  respec- 
tively; Japan,  7.5  percent  and  17-9  percent  respectively.  (Council  on 
International  Economic  Policy's  International  Economic  Report  of  the  Presi- 
dent , March  1975.) 
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this  group  is  0.24.  The  other  group,  the  "conservative,"  the  least 

export-dependent  due  to  their  low  absorptive  capacity,  have  almost  no 

* 

expansion  of  production  at  all. 


Table  6.1 


AN  ESTIMATE  OF  THE  WORLD'S  OIL  PRODUCTIVE  CAPACITY 

(MMB/D) 


1973 

19  "0 

NON- OPEC 

24  9 

United  States 

9.2 

- . 7 

North  Sea 

.0 

6. : 

Other  Non-OPEC 

15.7 

- - - - - - 

27  -> 

OPEC  "EXPANSIONIST" 

12.2 

17. P 

Algeria 

1.0 

1.1 

Indonesia 

1.3 

2.0 

Iraq 

2.0 

<1.0 

Iran 

5.9 

b 0 

Nigeria 

2.0 

2.8 

OPEC  "CONSERVATIVE" 

18.6 

24.9 

Venezuela 

3.4 

3.4 

Kuwait 

3.1 

3.3 

Libya 

2.2 

2.2 

Other  Persian  Gulf 

2.2 

2.8 

Saudi  Arabia 

7.7 

13.2 

WORLD  TOTAL 

55.7 

85.5 

SOURCE:  MIT,  Energy  Se1 f-Suff icitncy. 

Totalling  these  rough  estimates,  world  productive  capacity  in  1980 
is  forecast  to  be  85.5  m*ilion  barrels  daily,  which  is  10.6  million 
barrels  daily  of  oversuppl y--an  excess  of  16  percent.  This  excess  is 
approximately  27  percent  of  potential  OF  EC  production.  Taking  the 
"conservative"  group  (which,  by  no  coincidence,  includes  OAPEC's  leaders) 


Throughout  this  projection  the  price  of  oil  is  assumed  to  be  close 
to  $7.00  per  barrel  f.o.b.  (in  1973  dollars). 
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as  compriseu  of  residual  suppers,  the  following  Nation  ^ 

"The  predicted  supp  1 °f *2\ { f ronNexpans^nist1'  OPEC 

non-OPEC  countries  and  17^9  u 3 ml|lio„  barrels  per  day 

countries  leave  a ma  nc-rvatlve"  OPEC  group--a  quantity 

to  be  supplied  by  the  "cons'r*.  V',73  sales  of  18.6  million 

SuTSuSMi  he°d*product ion  at  1973  lavels.  and  S.ud, 

Arabia  ceased  production  altogethe  . 

se,  of  parameters  arrives  at  a simil 
A second  cut  into  the  same  set  P „ 

. different  assumptions.  On  the  eman 
conclusion  by  following  somewhat  different 

side  the  following  assumptions  were  made:  0 the  price 

constant  1,73  0,.  dollars,  ,o,.  in  the  -sianCt ,1 1 - 

per  barre,  the  period  1,75-1985;  7,  total  energy  cons.pt.on  In 

. . the  1973  projections  by  5 percent 

1980  and  1985  will  be  reduced  below 

e ,5  percent  In  the  developing  countries,  and  10  perc.n 

in  Western  Europe,  15  percent 

,,  ,he  entire  reduction  In  energy  consumption  Is 
1„  all  Other  areas;  3)  the  entir 

, there  is  further  reduction 

subtracted  from  the  consumption  of  oil, 

1 hv  shifting  from  oil  to  coal  and  gas  In  the  Unite 
in  oil  consumption  by  shitting 

_ tkb  r^sultinq  demand  picture 

States  and  to  coal  in  Western  Europe.  The  result, 

IS  given  In  Table  6.2.  assumptions 

order  to  derive  the  supply  function,  the 

iii  occ,,r-  2)  oil  production 
are  made:  1)  » change  In  nuclear  P~.r  -III  occur, 

iii  inrrMse  so  that  Instead 
developing  countries  which  are  exporters  will 


Vis  fnerqy  Self-Suff Iciencx77~ 66 • 


. . . „ cn-rav  "Cooperative  Approaches  to 

**Th.  Tripartite  HMt  "9  on  Energy.  ^ ^ 

World  Energy  Problems,  (Brusse  , 
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Table  6.2 

DEMAND  FOR  ENERGY — OECD — 1980-1985 
(mmb/d) 


Energy  Req 

uirements 

Oi 1 Requirements 

1980 

1935 

1980 

1985 

United  States 

44. 9 

54.7 

15.3 

17.2 

Western  Europe 

33.4 

41.9 

21.4 

24.8 

Japan 

10.7 

14.4 

7.4 

9.4 

Other  Industrial 

9.  4 

12.7 

3.0 

3.8 

Developing  Countries 

14.4 

22.6 

7.3 

10.1 

TOTAL 

112.8 

146.3 

54.4 

65.3 

SOURCE:  The  Tripartite  Meeting,  "Cooperative  Approaches  to 

World  Energy  Problem*'." 

of  the  35  percent  self-sufficiency  previously  assumed  they  will  reach  50 
percent;  3)  in  Western  Europe  the  development  of  oil  and  gas  resources  of 
the  North  Sea  will  be  accelerated  to  take  place  of  1 million  barrels  dally 
of  imported  oil  in  1985,  and  the  decline  in  coal  production  will  be 
slowed  down  so  that  1.2  million  barrels  daily  less  imported  oil  will  he 
required  by  1985;  *0  in  the  United  States  about  one-naif  of  the  goals 
of  Project  Independence  will  be  reached  by  1980  and  two-thirds  by  1985. 
This  means  an  Increase  in  oil  production  (including  shale  oil)  of  1.2 
million  barrels  per  day  In  1980  and  2.5  million  barrels  per  day  In  1 985 . 

In  addition,  another  2 million  barrels  daily  of  consumption  Is  shifted 
from  oil  to  gas  and  coal  in  both  1 9 80  and  1985-  The  resulting  domestic 
supply  situation  within  OECD  and  consequent  oil  import  requirements  are 
given  In  Table  6.3;  5)  the  oil  exporting  countries,  classified  this  t<me 
to  three  self-explanatory  types  of  groups,  would  attain  the  production 
figures  given  In  Table  6.4;  6)  a special  allowance  of  5 percent  In  1980 


220 


HI-2239-RR 


Table  6.3 

SUPPLY  OUTLOOK  FROM  MAJOR  NET  I MP0RTER5-- 1 980  , 19.85. 

(MMB/O) 


Domestic  Supply 

Oil  Imports 

Requirements 

1980 

198S 

1980 

1985 

United  States 

13.3 

14.2 

2 

3 

Western  Europe 

4.4 

6.8 

17 

lo 

Q 

Japan 

.4 

.4 

7 

Other  Industrial 

3.0 

3 • 8 

Developing  Countries 

3.  3 

5.1 

4 

b 

TOTAL 

24.4 

30.3 

30 

35 

SOURCE:  The  Tripartite  Meeting,  "Cooperative  Approaches  to 

World  Energy  Problems." 


Table 

SUPPLY  OUTLOOK  FROM  MAJOR  NET  EXPORTERS-* 1 980 , 1985 
(MMB/D) 


PRODUCTION 

MAXIMIZERS 

1980 

1985 

CONSERVERS 

1980 

1985 

Venezuela 

3 

3 

Kuwait 

3 

3 

o 

Indonesia 

2.5 

3 

Libya 

L 

Algeria 

1.5 

2 

subtotal 

5 

5 

Nigeria 

3 

4 

Iraq 

Iran 

3 

9 

5 

9 

RESIDUAL  SUPPLIERS 

1980 

1985 

Other 

Price  Effect 

3 

1.5 

4 

3 

Saudi  Arabia 

10 

12 

- -- 

United  Arab  Emirates 

3 

4 

subtotal 

26.5 

33 

Qatar  and  Oman 

1 

i 

subtotal 

T4 

17 

GRAND  TOTAL 

45.5 

55 

SOURCE:  The  Tripartite  Meeting,  "Cooperative  Approaches  To 

World  Energy  Problems." 
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and  10  percent  in  1985  Is  made  In  the  production  maximizers'  totai  pro- 
duction to  account  for  the  increase  in  output  attributable  to  higher  prices. 

The  potential  gap  between  supply  and  demand  is  obvious.  Obviousiy, 
it  is  not  a gap  of  scarcity  but  one  of  over-suppiy  For  the  supply  and 
demand  estimates  quoted  here  give  in  combination  a substantial  and 
increasing  potential  surplus  of  some  15-5  million  barrels  per  day  in 
1930  and  2C  million  barrels  daily  in  1985- 

Finaiiy,  a third  type  of  approach  to  the  projection  of  energy  demand 
can  be  derived  from  the  incorporation  of  alternative  average  rates  oF 
growth  of  energy  demand  over  the  years.  The  standard  pre-October 
projections,  obviousiy  reflecting  relatively  iow  energy  prices,  are 
gi ven  in  Table  6.5- 


Table  6.5 

NON-COMMUNIST  WORLD  ENERGY  OUTLOOK-- 1 973 , l 980 , 1985 
PRE-OCTOBER  i 973  PROJECT  10NS--H1G1.!  ENERGY  DEMANO  GROWTH  RATES 

(MMB/D  oii  equivalent) 


Country 

1973 

1980 

19s: 

(Percent) 
1973-1985 
Average  Growth 
Of  Energy  Demand 

United  States 

37 

50 

61 

4.2 

Western  Europe 

24 

35 

44 

5.1 

.Japan 

7 

12 

16 

7.5 

Other  Industrial 

7 

10 

14 

6.3 

Developing  Countries 

10 

17 

27 

8.8 

TOTAL 

85 

125 

162 

5.5 

SOURCE:  FEA,  "A  Discussion  of  the  Worid  Energy  Market." 


Federal  Energy  Administration,  "A  Discussion  of  the  World  Energy 
Market  in  1 980  and  1985,"  April  i 97^ . 
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Under  the  "price  elasticity"  method  a certain  such  elasticity  was 
assumed  to  estimate  the  switching  causes  by  the  change  in  relative 
energy  prices  and  the  longer-term  impact  on  demand.  The  alternative 
method  applied  here  is  the  substitution  of  the  elasticity  assumption 
as  a price-effect  by  a figure  representing  the  overall  reduction  in 
energy  demand  (which  would  result  from  the  price  Increase)  at  some  point. 
Accordingly,  two  such  lower  levels  of  world  energy  requirements  consis- 
tent with  an  overall  **.6  percent  energy  growth  rate  (low  case)  are 
illustrated  in  Tables  6.6  and  6.7-  Both  assume  continuation  of  the 
current  high  price  levels  through  1985. 

The  supply  estimates,  on  the  other  hand,  are  derived  judgmental ly-- 
a procedure  not  unlike  that  followed  in  tne  previous  supply  forecasting 
methods.  Thus,  three  estimates  of  energy  supply  for  1980  and  1 985  have 
been  made  for  the  non-Communist  countries  of  the  world  with  the  exception 
o"  current  major  petroleum  exporters.  As  a baseline  for  reference  one 
could  use  pre-October  estimates.  The  "medium"  case  Includes  an  estimate 
of  the  supply  reaction  to  changes  in  overall  energy  prices,  taking  into 
account  technological  and  time  constraints.  The  figures,  incidentally, 
are  not  incompatible  with  the  FEA's  Project  independence  and  the  OECD's 

A 

Energy  Study  figures.  The  "high"  case  increases  the  best  estimate  of 

These  voluminous  studies  represent  as  of  this  writing  the  most 
up-to-date  and  advanced  estimates  of  world  supplyand  demand.  The  first, 
slightly  more  optimistic  as  to  the  price-effects,  Is  the  Organization  for 
Economic  Cooperation  and  Development's  Energy  Prospects  to  1985,  2 volumes 
(Paris,  197**) . The  second,  more  preoccupied  with  constraints  on  produc- 
tion, is  the  Federal  Energy  Administration's  Project  independence,  Novem- 
ber 197**. 

Neither  of  these  studies  is  taken  seriously  by  policymakers.  Both 
could  be  accused  of  being  "some  fancy  footwork  with  computers,"  as  former 
Secretary  of  the  Interior  Rogers  Morton  characterized  the  American  report. 
(The  Petroleum  Economist,  December  197**.) 
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Table  6. 6 

NOM-COMMUNIST  WORLD  ENERGY  OUTLOOK-- I 973 . 1980.  1989 

MEDIUM  GROWTH  RATES  ' 

(MM9/D  oi 1 equ i va lent  s) 


Count  ry 

1973 

1980 

1985 

(Percent) 
1973-1985 
Average  growth 
Of  Energy  Demand 

United  States 

37 

45 

55 

3.3 

Western  fiurope 

24 

33 

42 

4.6 

Japan 

7 

1 1 

14 

6.6 

Other  Industrial 

7 

9 

13 

5.4 

Developing  countries 

10 

14 

23 

7.6 

TOTAL 

85 

113 

146 

4.6 

SOURCE:  FEA,  "A  Discussion  of  the  World  Energy  Market." 


Table  6.7 

NON-COMMUNIST  WORLD  ENERGY  OUTLOOK- - 1 973 , I98O,  1985 
LOW  GROWTH  RATES 
(MMB/D  oil  equivalents) 


Country 

1973 

1980 

1985 

(Percent) 
1973-19,35 
Average  Growth 
Of  Energy  Demand 

United  States 

37 

42 

49 

2.3 

Western  Europe 

24 

30 

40 

4.1 

Japan 

7 

9 

13 

5.5 

Other  Industrial 

7 

8 

11 

4.4 

Developing  countries 

10 

13 

iy 

'..6 

TOTAL 

85 

102 

132 

3.7 

SOURCE:  FEA,  "A  Discussion  of  the  World  Energy  Market." 
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reasonable 
and  Alaska 
sumfar  i zed 


but  ambi t ious  estimates  for  North  Sea,  Outer  Continental 
production  levels.  Supply  estimates  for  non-OPEC,  then, 


Shelf 

are 


Tab  1 e 6-8 


PRn.lFr.TtnN  OF  FUTURE  NON-OPEC  ENERGY  SUPPLY  — 1980, 
(MMB/D  equivalent) 


1985 


- 

1180 

1985 

’ 1 

Pre-Oct . 

Medium 

High 

Pre-Oct. 

— 

Medium 

High 

United  States 
West  Europe 
Other 

40 

16 

24 

43 

17 

25 

47 

18- 

26 

48 

19 

39 

52 

22 

40 

59 

24 

41 

j TOTAL 

80 

86 

90 

106 

115 

123 

Totals  may  not  add  due  to  independent  rounding. 

SOURCE:  FEA,  "A  Discussion  of  the  World  energy  Market. 


Having  projected  likely  energy  supply  from  sources  outside  OPEC,  an  over- 
all projection  of  the  world  oil  market  rtgulres  estimates  for  the  comple- 
mentary OPEC  area.  Based  on  actual  1973  production  and  pre-October  pro- 
duction plans  for  the  major  oil-exporting  nations  (i.e.,  plans  which  do 
not  Include  estimates  of  the  Impact  of  the  subseguent  price  Increases) 
projections  given  in  Table  «,9  have  been  used: 
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Table  6.9 

POTENTIAL  OIL  EXPORTS--OPEC  COUNTRIES,  1973,  1980,  1985 
(MMB/Dj 


Actual  1973 

1980 

1985 

3 

3 

3 

1 

2.5 

3 

1 

1.5 

2 

2 

3 

4 

i. 

3 

5 

(> 

9 

9 

3 

3 

3 

2 

2 

2 

7 

12 

16 

1 

3 

4 

1 

1 

1 

1 

3 

4 

30 

46 

56 

Venc7ucl a 
Indones ia 
Algeria 
Nigeria 
Iraq 
I ran 
Kuwait 
Libya 

Saud i Arab i a 
United  Arab  Emirates 
Qatar  and  Oman 
Other 

TOTAL 


SOURCE:  FEA,  "A  Discussion  of  the  World  Energy  Market." 

The  range  of  probable  oil  imports  demanded  under  the  alternative  supply 
and  demand  assumptions  is  shown  in  Table  6.10. 

Table  6.  10 

ALTERNATIVE  PROJECTIONS  OF 
N0N-C0MMUN I ST~ WORLD  REQUIREMENTS  FOR  OIL  FROM  MAJOR 
PETROLEUM  EXPORTERS,  1973,  1980,  1985,  (MMB/D) 


Pre-Oct.  Case 
Medium  Case 
High  Case 


1973 

Production 

Low  (3.  8'.) 
1980  1985 

Medium 

1989 

(4.6%) 

1985 

High  (5.5%) 
1980  1985 

31 

22 

26 

33 

40 

45 

56 

31 

16 

17 

27 

31 

39 

47 

31 

12 

9 

23 

23 

35 

3° 

SOURCE:  FEA,  "A  Discussion  of  the  World  Energy  Market." 

The  figures  given  above,  when  contrasted  with  potential  OPEC  output  est 
mates  illustrate  the  range  of  the  potential  •.~r>d  surplus  for  1980  and 
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1985.  as  given  below  in  Table  6.11.  The  range  is  wide  indeed.  The  most 
optimistic  assumptions  yield  the  absurdly  high  figure  of  1.7  m.ll.on  barrels 
d.ily  of  excess  capacity  In  OPEC.  But  the  point  highlighted  by  even  the 

• • a larae  and  growing  surplus  of  pro* 

nore  reasonable  assumption  is  clear,  a large  g 

ductive  capacity  will  characterize  the  oil  market. 

Table  6.11 

aetebnat ive  pbojectiqns  op  world  pie  subfius,  .980,  1585 

(MMB/ D) 


l-nercv  Demand  Growth  Case 

Low  (3.8%) 
1980  1985 

Medium  (4.6%) 
1980  1985 



High  (b.5-*j 
1980  1985 

Pre-Oct.  Supply  Case 
Medium  Best.  Est. 

Supply  Case 
High  Supply  Case 

2i  30 

30  39 

34  47 

13  16 

19  25 

23  33 

I o 

7 9 

II  17 

SOUBCE : FEA,  "A  Discussion  of  the  World  Energy  Market." 

The  inference  one  can  draw  from  these  table.  Is  that  the  current  price 
is  unlikely  to  hold  and  «u,d  continue  softening.  Prices  coul^remain  level 

,f,  and  only  If.  demand  continues  to  grow  at  a rate  which  -uld 

Imply  negligible  price  elasticities;  or  If  the  residua,  producers  (essen- 
tially Persian  Ouif  exporters)  are  wiiiing  to  cut  back  their  production 
well  below  the  actual  1972  rates.  In  short,  the  burden  of  sustaining 
current  prices  is  on  the  cartel.  That  burden  boils  down  to  OPEC's  need 
,p  prevent  the  growing  world  oil  surplus  from  undermining  its  price  struc- 
ture. Having  returned  ainxzst  fuii  circle  to  Its  1968  problems.  OPEC  stlU 
has  to  tackle  that  eiusive  and  yet  crucial  policy-, ssue  of  voluntary 
pro-rated  production  restrictions  on  its  members  to  prevent  prices  from 
collapsing  altogether.  The  guestlon  of  long-term  price  for  crude  oi, 
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hinges  on  the  following  two  variables:  First,  OPEC's  ability  unilaterally 

to  determine  price  in  the  face  of  present  and  projected  market  forces. 
Second,  OPEC's  consequent  long-run  pricing  policy. 

To  the  extent  that  a process  of  bargaining  over  prices  between  Impor- 
ters and  exporters  is  underway,  then  its  present-  and  near-term  form  would 
be  that  of  a competition  in  restrictive  measures  centering  around  the  cui — 
rent  surplus  of  oil  supply.  On  the  production  side,  a concerted  effort  to 
allocate  cutbacks  among  the  OPEC  members  is  and  would  remain  the  cartel's 
principal  task  as  it  seeks  to  prevent  the  surplus  from  eroding  prices. 

Only  by  designing  fair  production  programming  auotas  could  the  OPEC  coun- 
tries eliminate  this  surplus  and  negate  the  downward  pressure  on  prices. 

On  the  consumption  side,  almost  all  OECD  nations  are  actively  trying  to 
maintain  the  surplus  by  engaging  in  consumption  programming  aimed,  to  be 
sure,  at  alleviating  the  monetary  ramifications  of  expensive  imports,  but 
also  for  the  purpose  of  matching  OPEC  production  cutbacks  with  import 
reduction  which  would  have  the  net  effect  of  firming  up  the  surplus. 

The  competition  between  producers  and  consumers  Is  by  no  means  an 
uneven  one.  The  purpose  of  any  cartel  Is  to  maximize  the  wealth  of  Its 
members  by  reducing  effective  supplies  sufficiently  to  raise  or  maintain 
high  prices.  For  the  ol 1 -export lng  nations'  cartel  a restrictive  policy 
Is  natural,  economically  compelling,  and  presumably  manageable.  This  is 
not  so  for  consumers.  Demand  restraint,  though  noble  as  a virtue,  some- 
what contradicts  the  needs  of  economic  growth;  it  connotes  an  act  of  self- 
denial  and  therefore  depends  on  more  than  a modicum  of  societal  consensus 
and  political  efficiency.  Thus,  on  the  face  of  it,  the  consumers  are 
severely  handicapped  In  their  competition  with  OPEC  about  the  continuing 
existence  of  the  surplus. 

I 

I 

I 
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whkh  Of  tti.se  compet  I ng  trends  would  actually  P-all  I. 
to  At  though  dtff.c.H.es  eats,  on  both  stdes,  the  producers  would 

probably  have  tbe  upper  band  un.ess  .bare  is  a change 

conservation  as  they  are  handled  by  Western  governments.  Tbed.ff.cu, 

on  ,be  producers'  stde  is  that  no  single  -porting  country  atone  coutd 

el  iminate  tbe  surptus.  .f  one  ezines  tbe  ftpures  of  tbe  prelected 

surplus  between  now  and  1980,  it  is  clear  that  1*  w°u'<l  tepulre 

effort  bY  at  leas,  three  of  the  major  oil-producing  countries,  each  cut 

Dercent  of  their  future  produc- 
t i ng  more  than  10  to  15,  Perhaps  even  20  percent 

t ion  to  canoe,  the  surplus  which  exist*  today  and  is  forecast  for  t w 
future.  Thts  is  no,  easy  to  do.  part.cuiarly  since  the  pruductng  coun 

do  no,  have  the  same  interest  in  price  — — ^ 

production  cutbacks,  nor  th.  sa™  capital  needs.  However,  ,t  Is  a s 

. inu^rfd  in  the  West,  through 
. . _ r-ctrictions  now  admi ni stereo 
that  the  consumption  restrict  10 

apnea, s for  votunt.ry  demand  curtail™.,,  wouid  hardly  suffice  to  - n- 
tain  the  e,stlng  surpius.  Un.ess  

and  reguiatory  effort  to  reduce  de.Mnd  and  consumption  ,n  the  West.  « 
fwc.  of  the  potential  surplus  alone  wouid  not  be  enough  to  br'ng  pr  ces 

down. 

Nevertheless , there  are  numerous  reasons  to  believe  that 

have  Its  Share  of  problems.  Their  severity  m,ght  eventually  be 
such  as  to  foil  the  cartel's  effort  significantly  to  reduce  the  surp  us. 
OPEC's  main  difficulty  would  be  the  — that  has  piagued  It  since  ts 
beginning,  pro-rat  toning.  Underlying  the  strain  In  the  operation  o , « 
cartel  Is  the  fact  that  while  the  -a.th  of  .1 1 members  Is  increased  by 
reducing  production  and  raising  prices,  th.  wealth  of  any  Individual 
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number  Is  increased  by  ralsl,.,  production.  It  is  In  the  manager™,  of 
this  tradeoff  between  the  collective  good  and  the  individual  good  that 
cartels  traditionally  break  down,  a fate  actually  encountered  by  OPEC 
throughout  the  first  decade  of  its  existence.  The  source  of  the  notorious 
instability  of  cartels  is  not  greed  but  envy,  since  the  crucial  question 
in  the  future  would  not  be  OPEC's  general  ability  to  wipe  out  the  surplus 
from  the  market  but  Its  ability  to  allocate  equitable  and/or  effective 

cutbacks  among  its  individual  members  so  as  to  sustain  the  agreed-upon 
price  structure. 

By  the  end  of  the  first  quarter  of  1975,*  the  world  surplus  of  oil, 
defined  as  the  difference  between  OPEC's  production  levels  and  Its  lnstallec 
capacity,  reached  approximately  12  million  barrels  daily.  That  Is,  almost 
a third  of  OPEC  productive  capacity  was  shut-in.  Even  at  such  levels,  the 
Organization  was  unable  to  reach  a Joint  policy  of  production  curtailment. 
Rather,  with  each  country  managing  its  policies  vls-a-vls  the  companies 
operating  in  its  soli  to  its  best  economic  advantage,  all  the  major  oil- 
exporting  countries  without  exception  have  cut  production.  In  Saudi  Arabia, 
ARAMCO  was  producing  In  March  1975  5.6  million  barrels  dally  or  almost  2 
million  barrels  per  day  less  than  the  government  will  permit,  the  allowable 
being  8.5  million  barrels  per  day,  with  Saudi  installed  capacity  estimated 
at  10.5  million  barrels  dally.  Kuwait's  March  1975  production  averaged  2. j 
million  barrels  dally,  1.5  million  barrels  per  day  below  Its  estimated 
Installed  capacity.  Iran's  output  averaged  5.6  million  barrels  a day  or 
900  thousand  barrels  per  day  under  its  Irstalled  capacity.  Iraq  oroduced 
in  March  1 975  2.1  million  barrels  a day  or  a little  more  than  500  thousand 
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barrels  per  day  bt-low  its  installed  capacity.  The  United  Arab  Emirates 
averaged  1.5  million  barrels  daily  in  March  1 975  as  against  an  installed 
capacity  of  2.2  million  barrels  dally.  Venezuela  was  contemplating  reduc- 
ing production  from  the  2.6  million  barrels  daily  it  produced  in  March  to 
2 . ^ million  barrels  per  day,  having  an  installed  capacity  of  3-3  million 
barrels  per  day.  Nigeria,  which  has  an  installed  capacity  of  2.5  million 
barrels  per  day,  kept  reducing  production  to  the  low  level  It  reached  in 
March,  1.8  million  barrels  per  day.  Although  it  is  arguable  that  even  in 
the  absence  of  a coordinated  OPEC  production  programming  formula,  the  effect 
of  the  trend  delineated  here,  i.e.,  of  individual  countries  voluntarily 
restricting  output,  could  actually  achieve  the  goal  of  negating  the  risir.g 
surplus,  there  are  fundamental  reasons  to  believe  that  this  would  not  be 
the  case. 

Between  1971  and  1973  most  of  the  discussarts  of  the  world  petroleum 
market  appeared  to  share  a consensus  on  the  more  salient  aspects  of  the 
system.  They  believed  a shift  in  the  balance-of-power  between  the  oil- 
exporting  and  ol 1- import ing  countries  had  occurred  and  that  the  OPEC 
cartel  had  become  an  all-powerful  fixture  on  the  energy  scene.*  Yet, 
a year  after  the  cartel  succeeded  in  threatening  the  world's  supply 
system  and  then  subjected  it  to  a four-fold  price  Increase,  there  was  a 
growing  body  of  discussion  about  the  cartel's  true  effectiveness.  A 
show  of  strength,  as  1973  presumably  had  been,  should  have  had  the 

See,  for  example,  J.E.  Hartshorn's  "Oil  Diplomacy"  The  New  Approach," 
The  World  Today,  vuiy  1973- 
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opooslte  effect-that  of  solidifying  OPEC's  position;  instead  it  is  now 
openiy  questioned. 

Upon  reaching  seemingly  paradoxical  conclusions,  elementary  logic 
dictates  that  the  premises  should  be  re-examined.  Indeed,  the  tightening 
of  supply  m iate  1973,  as  argued  in  Chapter  V,  was  not  as  skillfully 
managed  as  alleged.  If  it  were  not  for  the  panicky  hoarding  among  con- 
sumers, the  shortfall  in  suoply  couid  have  been  easily  weathered.  Second, 
neither  on  the  issue  of  cmbargo-compi lance  among  OAPEC  members  nor  on  the 
issue  of  production  programming  among  OPEC  members  has  there  been  suffi- 
cient cooperation  which  would  attest  to  the  cohesion  of  the  oil  alliance. 
The  mismanagement  of  the  embargo  and  the  failure  to  arrive  at  any  accepted 
production  formula  for  the  cartel  members  actually  demonstrate  the  deep 
divisions  between  the  various  interest  groups  within  the  cartel.  in  that 
sense,  the  years  1973  and  1 97^*  have  been  a show  of  weaknesses  along  with 

strengths.  It  is  to  the  examination  of  the  two  that  this  discussion  now 
turns . 

The  ultimate  test  of  a cartel  is  in  its  ability  to  control  production. 
The  difference  between  a monopoly  and  a oligopoly  lies  precisely  in  the 
fact  that  the  latter  has  to  surmount  the  obstacle  of  its  being  comprised 
of  a number  of  entities  each  wuh  interests  of  its  own.  For  OPEC  the 
production  programming  objective  actual!/  translates  itself  into  a clas- 
sical ai.iance  behavior  problem;  that  is,  finding  an  accepted  method  of 


The  Brookings  Institution's  report  puts  it  squarely 
titled,  "Can  An  Exporters'  Cartel  Work?"  in  Energy  and  U.S. 
by  Joseoh  A Yager  and  Eleanor  B.  Steinberg  7l'ambrldge,  Mass.:  Ballinger 

'-7  ' pp-.259'266-  La,'r-  th«  Wall  Street  Journal 
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Unity,"  February  27,  1975. 


s actual  strength;  see  Ray  Vicker's  "OPEC  Test  an  Uneasy 
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allocating  cost  burdens  among  members.  The  allocation  ruie  for  the  pro- 
rationing of  production  is  and  will  remain  the  cartel's  main  stumbling 
block  for  the  foreseeable  future.  It  Is  useful  to  begin  by  taking  a 
long-term  view  of  that  problem. 

One  thing  is  clear  from  the  discussion  in  the  previous  section:  the 

magnitude  of  the  potential  surpluses  is  such  that  no  single  oil  producing 
country  could  absorb  the  surplus  unilaterally. 

D i agram  6 . I 


106  b/d 


OPECONOMICS:  SHARING  CUTBACKS 


Iran  + S.  Arabia  + U.A.E.  + 
Kuwait  + other  Gulf^^^^^ 
Iraq  ♦ L i 


I r« . i + S.  Arabia  + U.A.E.  + 
Kuwait  + other  Gulf 


Saudi  Arabia 


Iran 


SOURCE:  BP,  "0PEC0«0MICS,"  Policy  Planning  Staff,  April  1974. 

A hypothetical  depiction  of  the  surplus  shows  (Diagram  6.1)  that  1)  Iran 
could  not  adsorb  the  cut  on  her  own  even  were  she  so  inclined;  2)  for 
Saudi  Arabia  to  do  so  would  involve  perhaps  politically  unrealistic  pro- 
duction levels  in  the  early  years.  OPEC,  in  other  words,  enters  a period 
of  severe  testing  of  its  solidarity  and  its  ability  to  cooperate. 
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It  Is  necessary,  therefore,  to  analyze  each  of  the  OPEC  partners  with 
reference  to  Its  particular  future  export-dependence  pattern.  For  the  oil 
producing  countries,  the  key  to  dependence  is  the  relationship  between  the 
flow  of  revenues  and  internal  absorption.  This,  in  turn,  implies  a direct 
functional  relationship  to  price  levels  and  could  be  measured  by  estimating 
the  projective  external  surplus  (capital)  or  defW.it  for  each  country. 

The  existence  of  external  surpluses  Is  not  merely  an  indicator  of 
price-dependence;  It  is  also,  as  argued  previously,  the  measure  of  the 
capability  to  engage  In  one  or  another  type  of  economic  warfare.  Assum- 
ing, for  purposes  of  illustration,  a long-term  average  price  of  $8.50  per 
barrel,  the  accumulation  of  surpluses  or  deficits  as  -hown  In  Diagrams 
6.2  and  6.3,  divides  the  Middle  East  oil  producers  Into  the  above  two 
groups . 

First,  the  "spenders,"  those  countries  with  high  absorptive  capacity, 
an  expansionist  oil  production  policy  and  therefore  high  degree  of  export- 
dependence.  That  group  resembles  the  categorization  of  "production  maxi- 
mizer" shown  In  Table  6.4.  Second,  the  "save's,"  those  countries  with  low 
absorptive  capacity,  conservationist  oil  production  policy  and  low  degree 
of  export-dependence.  This  group,  of  course,  correlates  with  the  "con- 
servers  and  ‘residual  suppliers"  on  Table  6.4.  Only  the  latter  group 
can,  in  principle,  tolerate  substantial  cutback;  without  suffering  the 
adverse  economic  results.  In  fact,  for  the  "savers,"  a restrictive  pro- 
duction policy  would  simultaneously  advance  their  own  national  priorities 
as  well  as  those  of  the  cartel. 

The  Diagrams  indicate  that  for  the  long  term,  d 1 f ferent  Mid-East  OPEC 
countries  face  totally  different  prospects.  Saudi  Arabia,  the  United  Arab 
Emirates,  and  Kuwait  find  themselves  in  the  position  of  typical  "savers," 
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Lack  of  oil  revenues  Is  not  a constrain,,  on  the  economic 
growth  of  members  of  this  group. 


SOURCE : BP,  "OPECONOMICS." 
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Table  6. 12 


MS  NEEDED  TO  MAINTAIN  A 
1976,  1980,  AND  1985  (IN 

TIGHT  WORLD  OIL 
MILLION  BARRELS 

MARKET 
PER  DAY) 

1373 

(Ett (mated) 

1*76 

PROJECTED  EXPORTS 
1380 

1385 

.2 

5 

(.5) 

1.0 

(l.o) 

1.5 

(1.5) 

6.3 

8.0 

(8.0) 

8.5 

(3.5) 

3.5 

(12.5) 

1.0 

1.5 

(1.5) 

1.5 

(1.5) 

1.5 

(2.0) 

1 2 

1.5 

(1.5) 

1.5 

(1.5) 

2.0 

(2.5) 

2.0 

2.5 

(2.5) 

2.5 

(3.0) 

3.0 

(4.0) 

2.0 

2.5 

(2.5) 

3.0 

(3.C) 

3.0 

(4.0) 

8.6 

7.C 

(8.5) 

6.5 

(3.0) 

5.0 

(3.0) 

3.1 

2.5 

(3.0) 

2.0 

(3.0) 

1.5 

(3.0) 

2.0 

2.0 

(2.5) 

2.0 

(3.0) 

1.5 

(3.0) 

3.3 

2.5 

(3.0) 

2.5 

(3.0) 

2.0 

(3.0) 

18.0 

• 8.5 

(74.5) 

17.0 

(34.5) 

14.5 

(42.5) 

5.4 

4.0 

(7  5) 

5.5 

(3.0) 

5.0 

(3.0) 

2.0 

3.0 

(3.5) 

3.0 

(5.0) 

4.0 

(6.0) 

7.8 

7.0 

(II. 0) 

6.0 

(15.0) 

5.5 

(20.0) 

1 .6 

1.5 

(3.0) 

1.5 

(4.0) 

1.5 

(6.0) 

1.2 

1.0 

(1.5) 

1.0 

(1.5) 

1.0 

(1.5) 

32.8 

14.0 

(43.5) 

33.0 

(5*.0) 

30.0 

(65.5) 

51.5 

J4.0 

33.0 

32.0 

SOURCES  OF  SUPPLY 

Canada 

Coun trial  that  ara  unlikely 
to  raitrlct  output  Initially: 

Algeria 
I n dona i la 
Nigeria 
Othar 

Countrlai  al raady 
ran  r let Ing  output: 

Kuwait 
Libya 
Vanaiuala 

Potential  retlduel  iuppllan: 
l ran 
I raq 

Saudi  Arabia 
Uni  tad  Arab  (alrataa 
Qatar,  Owen,  and  Othar 
Nlddle  (att 

Total  f xporte 
Inport  Requirement! 

NOUS:  **+•'*  I"  paranthaaai  thaw  potential  export*.  Import  requirement!  corraapond  to  price*  of  $6.25  a barral 

X«“ll  *573  dol"art.)'#  k'  *"  •"  ^om  othar  wurcat.  (All 

SOURCE:  Yager  and  Steinberg,  Energy  aid  U.S.  Foreign  Policy. 


It  is  questionable  how  long  the  Saudis  would  be  willing  to  acceDt 
this  role  as  they  watched  their  own  incone  decline--ln  a relative  sense — 
while  other  producing  nat lons"-some  of  which  are  political  rivals,  such  as 
Iran  and  I raq-- increased  their  revenues.  If  other  oil-producing  countries 
expand  production,  as  currently  projected,  Saudi  Arabia,  Kuwait  and  Abu 
Dhabi  would  have  to  restrain  production  levels  to  prevent  over-supply 
and  tumbling  prices.  They  couid  be  limited  in  production  to  under  4 
million  barrels  daily,  starting  in  1978,  which  would  be  less  than 


— 
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one-third  of  the  peak  production  reached  in  September  1 973 . Annua! 
oil  revenues  (at  present  prices)  would  then  be  under  $12  bill  ion-no  t 
quite  half  the  level  of  1975. 

In  these  circumstances,  Saudi  Arabia,  Kuwait  and  Abu  Dhabi  would  be 
faced  with  three  essential  choices:  i)  to  try  to  buttress  their  revenues 
with  still  higher  prices;  2)  to  try  to  convince  the  other  producers  of 
the  need  for  a joint  program  of  restricting  production;  or  3)  to  get 
into  competition  among  producing  countries  for  shares  of  the  limited 
market.  However,  in  response  to  these  propositions:  1)  higher  oil  prices 

would  cause  further  reduction  of  imports;  2)  a program  of  mutual  cut- 
backs by  ail  producers  is  doubtful  as  Iran  and  Iraq  have  been  unwilling 
to  cooperate  with  programs  in  the  past  and  have  given  no  indications  of 
changing  their  positions  except  for  brief  periods;  and  3)  if  the  reve- 
nues of  Saudi  Arabia,  Kuwait  and  Abu  Dhabi  fall  significantly  below 
their  expectations,  they  would  have  an  economic  Incentive  to  expand 

production,  to  the  disadvantage  of  other  producers,  and  prices  would 
probably  fall. 

Th*  initial  results  of  this  analysis  suggest  that  up  to  around  1 977 
bu‘  no  later  than  1 980  the  major  producing  countries  could  possibly  afford 
collective  or  parallel  action  by  governments  to  restrict  production  so 
as  to  balance  supply  and  demand  at  around  $8.50  per  barrel,  while  still 
satisfying  their  economic  requirements  and  generating  substantial  exter- 
nal surpluses.  In  the  1 980 ' s , however,  the  revenue  utilizers  (the 
‘'spenders")  could  only  maintain  their  economic  growth  further  if  there 
were  then  a further  substantial  increase  in  the  real  value  of  oil.  Iran 
and  some  of  the  other  revenue  utilizers  lack  the  capacity  to  cut  production 
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in  order  to  impose  this  increase  in  the  face  of  potential  substitution 
and  conservation.  Some  of  the  surplus  countries,  such  as  Saudi  Arabia, 
with  capacity  to  increase  production  throughout  the  1980's  and  iower 
requirements,  may  take  a different  view  and  incline  towards  a iong-term 
maximization  of  revenue  against  eventual  substitute  prices  and  through 
the  piotection  of  market  shares  which  in  turn  means  price  shaving  or  its 
equivalent.  Anticipation  of  this  long-term  situation  by  a country  like 
Iran  might  lead  to  earlier  pressure  within  the  cartel  to  maintain,  if  not 
outrightly  increase,  prices  In  the  short  term  in  order  to  defer  the  pros- 
pect if  slowing  down  its  economic  growth. 

Selecting  Iran  as  the  typical  "spender"  and  Saudi  Arabia  as  the  typlcs 
"saver,"  the  conflict  of  Interest  between  these  two  countries  is  evident; 
the  basic  difference  lies  in  their  long-term  views  and  considerations. 

Iran  would  probably  need  price  increase,  over  time  in  order  to  sustain 
its  rather  grandiose  political  and  economic  ambitions.  In  the  absense 
of  a price  Increase  between  now  and  the  1980's,  Iran  could  face  severe 
capital  deficiencies.  For  Iran  the  need  for  a higher  price  is  a direct 
function  of  time.  Exactly  the  reverse  could  be  said  for  Saudi  Arabia. 

Under  no  circumstances  would  Saudi  Arabia  encounter  such  capital  defi- 
ciencies, regardless  of  the  market  structure,  the  price  of  oil,  and  the 
state  of  world  energy  supplies.  Furthermore,  for  Saudi  Arabia,  due  to 
its  large  oil  reserves,  the  consideration  of  market  share  is  clearly  pre- 
dominant: the  higher  the  prlce-the  long-run  price-the  less  the  potential 

market  share  for  Saudi  oil.  Basically,  then,  the  effect  of  this  considera- 
tion is  to  lower  prices  In  the  long  run,  at  least  as  a hedge  against  sub 
st I tutlon.  This  contradiction  between  Iran  and  Saudi  Arabia  should  be 
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reflected  immediately  in  the  pricing  policies  of  OPEC;  it  has  alraady 
done  so  and  will  possibly  even  assume  polirical  dimensions  in  a matter 
of  two  to  three  years  in  the  form  of  either  an  uneasy  compromise  or  an 
open  rift.  This  is  only  one  indication  of  the  fragility  of  OPEC,  a 
fragility  which  could  come  under  pressure  from  both  an  external  source, 
such  as  the  surplus,  and  from  internal  tensions  within  the  cartel. 

Iran's  dilemma  is  strikingly  demonstrated  in  Diagram  6.4,  subjecting 
the  auov2  conclusions  to  variations  in  the  price  of  oil  and  to  varying 
assumptions  regarding  the  output  resulting  from  non-oil  domestic  invest- 
ment. A 3*1  capital/output  ratio  may  be  too  low  for  resource-baser. 
industries  carrying  a natural  resource  premium,  but  too  high  for  manu- 
facturing complexes  because  of  the  lack  of  management  and  technical  skills 
to  operate  such  a sustained  investment  program. 

Di agram  6.4 

I RAN--PR0JECTED  ANNUAL  SURPLUS/DEHC  ITS  UNDER  DIFFERENT  ASSUMPTIONS,  197$-85 

9 

$10  Oil  Price  $/bbl  Capitol  Output 


SOURCE:  BP,  "0PEC0N0MICS ." 
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The  above  diagram  shows  the  effect  of  different  prices  and  capital/ 
output  ratios  on  the  calculations  ‘or  Iran.  The  price  level  Is  naturally 
critical.  At  $6  per  barrel,  Iran  would  face  an  external  deficit  within 
two  years,  whatever  the  capital/output  ratio.  At  $10  per  barrel,  Iran's 
surpluses  would  run  into  the  mid-1980s.  In  the  later  period,  it  becomes 
as  important  to  Iran  to  achieve  a normal  three-to-one  capital/output  ratio 
rather  than  the  more  likely  four-to-one,  as  to  obtain  another  $1.50  on  the 
oil  price.  In  the  medium  term,  however,  Iran  canncc  risk  prices  much  be- 
low current  levels. 

Saudi  Arabia's  position  is  quite  different;  her  foreign  capital  sur- 
pluses would  grow,  at  varying  rates  to  be  sure,  but  grow  nonetheless. 
Furthermore,  Saudi  Arabia's  sensitivity  to  price  levels  is  comparatively 
low,  and  she  too  faces  a basic  dilemma.  If  Saudi  Arabia  continues  to 
cooperate  with  Iran  and  her  OPEC  partners  in  restricting  output  in  order 
to  keep  prices  high,  the  only  benefit  lies  in  the  possibility  of  extendirg 
the  period  of  revenue  flow  before  depleting  her  oil  reserves.  The  draw- 
backs, however,  are  many.  First,  if  the  United  States  does  not  secure 
a "floor,"  or  minimum  price,  it  is  quite  possible  that  Saudi  Arabia  would 
benefit  from  breaking  the  cartel  by  increasing  output.  Second,  the  advan- 
tage of  extending  the  utilization  of  proven  oil  reserves  beyond  thirty 
or  forty  years  is  questionable.  The  uncertainties  involved  Include  the 
possibility  of  very  low  prices  at  the  end  of  this  period  due  to  a techno- 
logical breakthrough  In  energy.  On  the  other  hand,  new  reserves  could 
also  be  found  that  will  have  the  effect  of  extending  the  utility  period 
into  the  future.  Third,  given  its  limited  absorptive  capacity  for  new 
investments,  Saudi  Arabia  could  find  itself  accumulating  large  funds  which 
will  be  invested  abroad,  with  declining  ut’*lty  and  productivity. 
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Nevertheless,  taking  into  account  Saudi  Arabia's  long-term  considera- 
tions, its  optimal  pricing  policy  would  be  to  bring  oil  prices  down  In  the 
short  term,  to  hedge  against  substitution,  and  prudently  to  manage  external 
investments,  then  to  conserve  resources  and  gradually  raise  prices  at  a 
pace  which  allows  the  economies  of  the  consumer  nations  to  absorb  them 
while  adjusting  for  substitution  and  maximizing  the  present  value  of  the 
remaining  oil  reserves.  Iran's  pricing  policy,  on  the  other  hand,  has 
thus  far  been  to  push  prices  to  the  limit  the  market  would  bear,  then 
as  the  oil  surplus  grew,  to  resign  Itself  to  gradually  falling  prices 
as  they  reach  the  level  of  marginal  substitution  and  trying  to  keep  them 
there.  In  other  words,  the  clash  between  Iran  and  Saudi  Arabia  Is  a 
short-run  rivalry.  For  the  long  term,  whether  as  a necessity  (for  Iran) 
or  as  a choice  (on  the  part  of  Saudi  Arabia),  prices  will  stabilize  around 
the  marginal  cost  of  substitution  or  the  price  floor  agreed  upon  among 
consumers . 

It  is,  therefore,  not  inconceivable  that  parallel  to  the  spenders' 
effort  to  keep  prices  slightly  above  the  costs  of  substitution  or  the 
price  floor,  the  savers  would  cooperate  in  exercising  either  explicitly 
or  implicitly  their  latent  potential  to  become  price  leaders  in  the  oil 
market  (or,  for  that  matter,  within  the  OPEC  organization),  which  would 
lead  to  price  reductions  below  the  price  floor  or  slightly  below  the 
cost  of  substitutes  for  OPEC  oil. 

So  much  for  the  divergence  of  Interests  among  the  OPEC  members.  The 
differences  are  not  strong  enough  to  bring  about  Its  literal  disintegra- 
tion, but  they  have  been  and  will  probably  remain  sufficient  to  prevent 
the  organization  from  being  truly  effective  as  a cartel  capable  of 
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restricting  supply  and  investments  as  one  body.  Ultimately,  OPEC  is  con- 
strained by  exogenous  factors.  First,  the  real-world  cost  of  substitution; 
second,  the  price  floor  that  consumers  wouid  agree  to  establ lsh--I f and 
when  they  do  so.  None  of  these  crucial  elements  can  be  controlled  by  the 
producing  countries.  True,  the  symmetry  of  interdependence  has  been  dis- 
rupted, but  that  is  not  to  say  that  consumers  have  lost  ali  influence  over 
the  market  or  that  OPEC  has  assumed  total  control  of  i t . 

The  long-term  cost  of  substitution  depends  upor  the  energy  resource 
considered  as  a base  for  it:  Persian  Gulf  crude  costs  as  little  as  $0.15 

to  $0.20  to  prodice;  alternative  sources  are  considerably  more  expensive. 
North  Sea  oil  would  cost  $1.50  to  $2.00  to  produce;  law  and  medium  cost 
American  oil  (North  Slope)  would  average  tetween  $l./5  and  $5.00  respec- 
tively. High  grade  oil  shales  should  cost  between  $l*.00  and  $7.50; 

Canadian  tar  sands  $3-50  to  $<*.00;  and  syncrude  from  coal,  around  $7.00.* 

It  is  no  coincidence  therefore,  if  the  wish  to  protect  indigenous  energ, 
investments  is  the  reason  behind  the  establishment  of  a price  floor  by 
the  IEA,  then  a price  of  $7.00  in  i 971*  dollars  would  protect  both 
American  and  European  high-cost  conventional  energy.  Furthermore,  as 
Table  6.13  indicates,  the  U.S.  cannot  expect  to  become  independent  by 
viftue  of  market  forces  alone  even  if  prices  remain  as  high  as  $9  per 

barrel.  However,  most  of  the  decline  in  the  net  imports  leveis  is  achieved 
at  a price  of  $6  to  $7. 

Thus,  f the  U.S  introduces  a minimum  price  policy  at  $6  or  $7,  it 
would  face  only  a small  degree  of  dependence  on  Imports  in  1980.  Its 
total  energy  balance  could  be  as  follows: 

3T  ~~  — — 

Organization  for  Economic  Co-operation  and  Development,  Enerqy  Pros- 
pects  to  1985  . Vol . I,  p.  96.  u — 
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Table  6. 1 3 

U_._S.  1980  IMPORT  REQUIREMENTS  AT  VARIOUS  PRICE  LEVEL S 

_ , Annual  net  demand  for  imports 

Price  per  barrel  • in  billion  barrels 


5 - 6 

2 - 3 

1.3  - 2.8 
0.3  ‘ 2.0 
0.2  - 1.7 


$ 4.00 
6.00 
7.00 
9.00 
12.00 


Demand  for  energy  15.8  billion  barrels 

Supply  of  non-o i I energy  9-2  w n 

Supply  of  oil  . 7 tt  11 

Total  supply  | 3 . 9 ••  u 

Net  Import  1 . 9 ••  u 

SOURCE:  Arad  and  Ben-Shahar,  "The  Petromoney  Question." 

This  net  Import  amounts  to  12  percent  of  total  energy  demand  and  29  per- 
cent of  total  oil  demand,  more  about  which  later.  By  reducing  U.S.  demand 
for  Imports  In  case  world  prices  fall  below  $6,  this  minimum  price  policy 
will  have  no  effect  on  the  OPEC  cartel  which  at  any  rate  will  tend  to 
retain  prices  at  a level  higher  than  $6  per  barrel.  It  may,  however,  have 
the  effect  of  decreasing  the  "savers"  incentive  to  reduce  prices  since,  pre- 
cisely under  conditions  of  low  prices,  the  policy  of  minimum  prices  becomes 

operational,  consequently  leading  to  a smaller  increase  in  the  annual  revenues 
of  these  countries. 

It  Is  quite  likely  therefore,  that  crude  oil  prices  will  find  their 
long-term  equilibrium  around  $7  per  barrel  within  two  to  three  years.  This, 
Incidentally,  Is  not  much  above  the  price  oil  was  expected  to  reach  In  the 
same  time  fram^  If  the  1971  escalators  agreed  upon  in  Tripoli  and  Teheran 
were  adhered  to.  The  only  effect  of  these  agreements,  In  retrospect,  has 
been  to  encourage  OPEC,  under  Iran's  leadership,  to  hike  prices  In  the  short- 
term, considering  that  they  would  stabilize  at  the  cost  of  substitution  in 
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ue  economic  mot  lx/*^ _ 

Probably  do  so  to  retain  its  infl  0 Pr°dUCti°n  but  *«“»<* 

^ Influence  over  the  oil  marker  c 

"crp«e.  on  the  other  hand.  Implies  tha,  „ „ ' “ 8n 

much  as  8 ml  1 1 Ion  ba  1 9 1 hava  to  shut  fn  as 

capac I ty  Altho  ' h ^ ~ 23  percent  of  the  country^ 
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Table  6 ■ ! 4 

MAXIMUM  OPEC  SHUT-IN  CAPACITY" 
(MMB/D)  ‘ 


1974 

1977 

PRODUCTION 

CAPACITY 

Percent 
shut- in 

SCHEDULED 

CAPACITY 

EST.  MIN. 
PRODUCT. 

MAX.  OPEC 
SHUT-IN 

1 

SHUT-IN 

ALGERIA 

.9 

1.  1 

18 

1.1 

.9 

.2 

18 

ECUADOR 

. 1 

.2 

50 

.3 

.3 

INDONESIA 

1.4 

1.5 

7 

3.4 

3.1 

.3 

9 

IRAN 

6.  I 

6.5 

6 

6.5 

5.0 

1.5 

23 

IRAQ 

1.9 

2.5 

24 

4.0 

3.0 

1 .0 

25 

KUWAIT 

2.5 

3.8 

34 

3.8 

1.2 

2.6 

68 

LIBYA 

1.7 

3.0 

43 

3-3 

1.3 

2.0 

60 

NIGERIA 

2.3 

2.4 

4 

3.4 

3.0 

.4 

12 

QATAR 

.5 

.7 

28 

.7 

.4 

.3 

43 

S.  ARABIA 

8.5 

9-7 

12 

11.5 

3.5 

8.0 

70 

U.A.E. 

1.7 

2.3 

26 

2.5 

1 .0 

1.5 

60 

VENEZUELA 

UL 

3.5 

12 

-LI 

2.0 

1.5 

hi 

TOTAL 

30.5 

37.2 

18% 

44.0 

24.7 

19.3 

42% 

vr 

Oil  capacity  withheld  from  production. 

SOURCE:  Arnold  E.  Safer  and  Anne  Parker  Mills,  "Outlook  for  World  Oil: 
Prices  and  Petrodollars,"  Irving  Trust  Company,  March  20,  1975, 
(Mlueo). 


to  restrict  production  will  remain  a source  of  instability  within  the 
cartel,  It  Is  likely  that  In  the  short-term  certain  quid  pro  quo's  would 
be  found  by  spenders  to  compensate  the  savers  for  their  uneven  shut-in 
burden  Instead  of  confronting  the  Issue  of  equitable  restrictions.  Th» 
resulting  balance,  illustrated  in  Table  6.15,  could  well  be  one  of  a 
surplus  market  with  Increasing  shut-in  capacity  up  to  1977  and  a price 
decline  thereafter.  Demand  for  OPEC  oil  will  stay  level  as  non-OPEC  oil 


comes  onstream. 
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OPEC  CAPACITY* 
MAXIMUM  OPEC  SHUT-IN 
DIFFERENCE: 

MINIMUM  OPEC  PROOUCTI 

NON-OPEC  PRODUCTION- 
U.S. 

OTHER  NON-OPEC 
CHINESE  EXPORTS 

TOTAL 


"ur\LU  KKUOUCTIO 

(SUM  OF  MINIMUM  OPEC  £ 
NON-OPEC) 

OIL  DEMAND** 
t CHANGE  FROM  PRIOR  YR. 

MARGINAL  OPEC  PRODUC- 
TION*** 

TOTAL  OPEC  PRODUC- 
T I ON**** 


*74 

*75 

'76 

'77 

'78 

' 79 

1 fin 

37.3 

17.0 

38.8 

17.5 

41.8 

18.5 

44.0 

19-3 

44.0 

Jld 

44.0 

iia 

ou 

44.0 

19-3 

20.3 

21.3 

23.3 

24.7 

2<*.7 

24.7 

24.7 

10.5 

5.5 

76".  o 

10.0 

6.5 

.2 

7577 

10.5 

8.0 

.6 

TO 

11.3 

10.5 

1.0 

20 

12.0 

11.2 

1.3 

20 

12.2 

12.0 

1.7 

20 

12.8 

13.1 

2.0 

20 

36.3 

38.0 

42.4 

<♦7.5 

49.2 

50.6 

52.6 

46.5 

-1.7 

**5 . 3 
-1.8 

46.5 

♦2.7 

<*7.5 

+2.2 

49.2 

+3.6 

50.6 

+2.9 

52.6 

+4.0 

10.2 

7.3 

4.0 

0 

0 

0 

0 

30.5 

28.6 

27.3 

24.7 

24.7 

24.7 

24.7 

DUCT  ION  Is  C^)ant  BEVOnTw^77'  $°  ™T  °'L  W*»"  W.THHELD  FR 
MAXIMUM  level  OE  oil  consumption  consistent  witn  ,977  pRICE  oecunf 

Assigns1  7°^0NS°t9Fr  0PEC  ™ «ET  DEMAND , APDITAAPILV 

SOURcl:  TafTTnd"  mTms  To^IoTm  0,T  ,'’'0DUCT  l0N- 


i 


Hl-2239-Rf' 


249 


Realizing  that  as  the  cartel  was  weakening,  surpluses  rather  than 

scarcities  would  character i ze  the  near-term  oi i market,  Cassandras  of 

all  types  have  found  another  formidable  threat  in  the  immediate  future. 

It  was  not  OPEC's  oil  control  this  time  but  its  potential  financial  clout. 

Hardly  had  the  debafe  over  the  petrodollar  peril  begun  when  the  pendulum 

swung  again  in  the  other  direction.  As  Richard  Cooper  observed, 

"Few  world  happenings  in  living  memory  have  stirred  up  such 
a storm  as  has  the  recent  petrodollar  invasion  of  the  West. 

But  just  how  much  of  a threat  to  Western  institutions  [s_ 
this  tidal  wave  of  Arab  money? 

"Despite  ali  the  scare  headlines,  the  prospects  are  perhaps 
more  reassuring  than  they  are  frightening.  Indeed,  there 
seems  an  excellent  chance  that  this  second  great  Arab  irrup- 
tion into  Western  history  wiii,  in  the  end,  leave  both  the  A 
West  and  Middle  East  more  sound  and  secure  than  even  before." 

The  panic  in  the  face  of  what  seemed  at  the  time  an  awesome  economic  clout 
on  the  part  of  OPEC  found  its  way  into  World  Bank  estimates.  That  insti- 
tution projected  the  cumulative  surplus  of  the  oil-producing  countries, 
and  the  debts  of  the  rest  of  the  world,  at  $650  billion  by  1980  and  $1.2 
trillion  by  1985.  More  sober  in  its  forecasts  was  the  OECD.  Basing  its 
projections  on  lower  oil-price  and  import  estimates  for  the  period,  in 
conjunction  with  a rather  higher  Arab  propensity  to  spend  earnings  for 
imports  and  long-term  direct  investments  abroad,  the  OECD  estimated  that 
the  OPEC  yearly  surplus,  some  $80  biliion  in  1974,  may  decline  to  $10 
billion  to  $15  billion  in  1980,  a far  more  manageable  figure.  Richard 
Cooper,  having  made  similar  projections,  predicts  that  the  OPEC  surplus 
will  be  declining,  possibly  reaching  zero  by  1982. 


See  his  "Will  Araby  Bankrupt  the  World?"  The  Saturday  Review, 

January  25,  1975- 

For  a comparison  among  these  estimates  see  Robert  Kleiman's  analysis 
in  The  New  York  Times,  (pp.  57.  62),  of  September  27,  1974. 
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Indeed,  according  to  a study  by  the  Morgan  Guaranty  Trust  Company 
of  New  York  (see  Table  6.16),  the  annual  current  account  imbalance  be- 
tween the  oil  importing  countries  and  the  OPEC  oil  producers  may  well 
have  reached  a high  point  in  197^  and  cart  be  expected  to  decline  signi- 
ficantly after  1976  to  a point  where  the  OPEC  countries  collectively 
will  register  a negative  trade  balance  by  1 9 73 • The  basis  of  this  fore- 

cast is  the  development  of  two  main  trends  in  the  wake  of  the  oi i price 
increases  of  1973-  First,  oil  consumption  in  the  industrialized  coun- 
tries has  stabilized  and  in  some  cases  even  declined,  and  this,  combined 
with  predicted  increases  in  non-OPEC  oi  i production,  means  that  it  is 
likely  that  for  the  rest  of  the  decade,  demand  for  OPEC  oil  by  the  rest 
of  the  world  will  be  little  changed  (as  illustrated  in  Table  6 . i 5) . 

Table  6.16 

THE  PROJECTED  BUILDUP  OF  OPEC  FUNDS.  197^-1 980 3 


In  bill  ions  of  dol 1 ars 


197* 

'975 

1976 

l?77 

1978 

EXPORTS  OF  G000S  AND  SERVICES 

112 

117 

127 

135 

139 

1*8 

15* 

OIL  REVENUES 

105b 

110 

119 

125 

128 

135 

1*3 

NON -OIL  EXPORTS 

7 

7 

l 

10 

II 

13 

15 

IMPORTS  OF  GOO OS  ANO  SERVICES 

50 

65 

83 

108 

138 

177 

227 

| TRAOE  BALANCE 

62 

52 

** 

27 

1 

-29 

-69 

INVESTMENT  INCOME 

3 

e 

13 

16 

19 

19 

16 

CURRENT  ACCOUNT 

65 

60 

57 

*3 

20 

-10 

-53 

GRANT  AIO 

2 

3 

3 

3 

3 

3 

3 

SURPLUS  TO  BE  INVESTEO 

63 

57 

5* 

*0 

17 

-13 

-56 

EXTERNAL  FINANCIAL  ASSETS0 

eo 

137 

191 

231 

2*8 

235 

179 

*UN0ERLYING  ASSUMPTIONS : LITTLE  CHANGE  IN  W0RL0  0EHAN0  FOR  OPEC  OIL 

-AN  ANNUAL  INC AC ASE  IN  OPEC  PER  PARREL  "TAKE"  OF  St 
-AN  AVERAGE  INCREASE  IN  OPEC  NON-OIL  EXPORTS  OF  I St  P.A. 

-AN  AVERAGE  ANNUAL  INCREASE  OF  20t  IN  THE  VOLUME  OF  OPEC  IMPORTS 
-INCREASES  IN  THE  PRICES  OF  OPEC  IMPORTS  OF  I2t  IN  1975  ANC  7t 
ANNUALLY  THEREAFTER 

-A  FINANCIAL  RETURN  ON  OPEC  EXTERNAL  INVESTMENTS  OF  8t  P.A. 
bVALUE  OF  OIL  EXP0RTF0  CXCEE0E0  ACTUAL  REVENUE  RECEIPTS  BY  AN 
ESTIMATEO  SIC  BILLION. 

'CUMULATIVE  AMOUNT  OUTSTANDING  AT  YCAA-ENO. 


n 

Morgan  Guaranty  Trust,  World  Finanolal  Markets,  January  21,  1975< 
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Secondly,  the  OPEC  countries,  both  the  spenders,  or  high-absorbers,  and 
the  less  heavily  populated  areas,  have  been  increasing  their  purchases 
of  goods  and  services  from  the  rest  of  the  world  at  a much  more  rapid 
pace  than  many  had  thought  possible.  The  Morgan  Guaranty  study  estimates 
that  OPEC  aggregate  imports  may  have  increased  by  as  much  as  75  percent, 
or  some  $20  billion,  in  1 97^  alone.  As  a result  of  these  developments  it 
is  concluded  that  OPEC's  holdings  of  external  financial  assets  may  peak 

in  1978  at  around  $250  billion,  declining  thereafter. 

Following  the  same  procedure--though  with  slightly  different  assump- 
tions--the  Irving  Trust  Company  derived  two  sets  of  projections  of  OPEC 
capital  surpluses.  The  first,  Case  B in  Table  6.17,  assumes  prices  to 
decline  from  1977  on,  and  the  second,  Case  A,  taking  the  more  conventional 
view,  does  not  ass'.nie  oil  prices  to  break  up.  Nonetheless,  even  a high 
price  scenario  would  lead  to  a maximum  cumulative  value  of  OPEC  financial 
claims  on  the  rest  of  the  world  between  $250  and  $300  billion  by  the  end 
of  the  decade,  then  peaking  off  and  declining;  a fortiori,  a medium-price 
scenario,  in  which  the  slowing  in  OPEC's  accumulation  of  claims  will  be 
more  dramatic,  with  a peak  of  about  $200  billion  In  1977,  coinciding  with 
the  price  drop. 

Indeed,  It  appears  that,  far  from  being  an  overwhelm! ng  threat,  the 
petrodollar  issue  is  a manageable  financial  problem  which  should  concern 
mainly  the  banking  industry  and  whose  severity  will  diminish  by  the  end 
of  the  decade.  But  such  an  optimistic  conclusion  is  correct  only  when 
seen  from  the  standpoint  of  the  capability  of  the  world  monetary  system 
to  handle  such  financial  volumes. 


PROJECTED  OPEC  CURRENT  ACCOUNT  6 FINANCIAL  SURPLUS 
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Returning  to  the  question  of  oil  supply  security,  there  are  no  grounds 
for  optimism  at  ail.  That  prices  will  gradually  decline  and  stabilize  at 
around  $7,  or  that  the  recycling  of  petrodollars  would  be  manageable 
should  be  of  no  consolation  to  the  West.  In  the  first  place,  a massive 
transfer  of  wealth  will  take  place  before  the  stabilization  occurs  and 
will  probably  continue  afterwards.  Secondly,  a $7  per  barrel  price  level  will 
not  by  itself  resolve  the  asymmetric  character  of  the  interdependence  between 
consumers  and  producers.  Market  forces  generated  by  a $7  P*r  barrel  price 
will  not  significantly  diminish  currently  high  Western  import-dependence, 
nor  will  they  increase  the  producers'  relatively  low  export-dependence. 
Thirdly,  it  is  under  precisely  such  future  conditions  that  OAPEC  will 
optimize  its  economic  warfare  capability  against  a much  weakened  Western 
world.  It  has  already  been  emphasized  that,  like  every  other  type  of 
warfare,  oil  warfare  Is  a mutual  exercise  in  damage  creation  and  damage 
absorption.  The  sort  of  "ammunition"  necessary  to  engage  in  protracted 
confrontation  of  oil  denial  is  measurable  by  the  amount  of  savings  or  for- 
eign exchange  reserves  that  a coalition  of  oil-exporting  nations  could 
sacrifice  in  order  to  carry  out  a boycott  without  suffering  the  direct 
reprecuss ions  at  home.  Furthermore,  beyond  a certain  point,  the  acquisi- 
tion of  large  financial  reserves  yields  diminishing  returns,  thus  putting 
pressure  to  conserve  exhaustible  oil  resources  rather  than  expand  produc- 
tion. This  pressure  could  add  to  OAPEC's  Intention  to  contemplate  denials, 
just  as  the  possession  of  substantial  reserves  would  add  to  its  capabil- 
ities. Even  optimistic  calculations  of  declining  oil  prices  and  disap- 
pearing  OPEC  financial  surpluses  cannot  hide  the  fact  that  at  precsely 
that  point  OPEC  members  will  stili  be  experiencing  sizeable  current 
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Table  6.  18 


ESTIMATED  SURPLUS  OIL  FUNDS:  SELECTED  YEARS 


(u.s.  $ 

million) 

l?75 

JIZZ 

1978 

1980 

SAUDI  ARABIA 

11.425 

12.595 

13.225  . 

14,580 

LIBYA 

5.025 

5.540 

5.817 

6,412 

KUWA  1 T 

4.350 

4.795 

5.035 

5.552 

ABU  DHABI 

3.275 

3.610 

3.790 

4,180 

QATAR 

825 

910 

955 

» .052 

TOTAL 

25.000 

27,500 

28.800 

31 .800 

ASSUMPTIONS: 

A)  OIL  REVENUES  WILL  REACH  THE  LEVEL  PROPOSED  BY 
THE  JANUARY  1974  WORLD  BANK  PAPER  AS  A "MEDIUM"  ESTIMATE 
FOR  1975.  AND  WILL  INCREASE  THEREAFTER  BY,  SAY,  FIVE  PER 
CENT  PER  YEAR  TO  OFFSET--NO  DOUBT  ONLY  I NADEQUATELY-- 
THE  EXPECTED  CONTINUATION  OF  INFLATIONARY  CONDITIONS. 

B)  50  PER  CENT  OF  THE  REVENUES  WILL  BE  ABSORBED  BY 
CONSUMPTION,  INVESTMENT  AND  ASSISTANCE  EXPENDITURES  IN 
THE  FIVE  ARAB  COUNTRIES  EXPECTED  TO  ACCUMULATE  A SIGNIFI- 
CANT VOLUME  OF  SURPLUS  FUNDS. 

C)  OTHER  ARAB  OIL-PRODUCING  COUNTRIES  WILL  BE  ABLE 
TO  ABSORB  THE  WHOLE  OF  THE  IF  REVENUES. 


SOURCE:  SPECIAL  SURVEY  BY  MR.  ABDLATIF  Y.  AL-HAMAD 

QUOTED  IN  MIDDLE  EAST  MQNE  < . DECEMBER  14,  1974. 
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1 billions 
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READER:  S - SAUDI  ARABIA,  KUWAITI.  UNO  UNITED  ARAB  EHIRATES 

LQ  - LIBYA  AND  l*AQ  

ASSUHPT I ONj : ' rONSERVAT I VE  ELASTICITIES) 

A,  . ANNUAL  REVENUES  FOB  HID-EAST  SIOO  BIL^l  |VE  ELASTICITIES) 

A2  - " 1 1 40-50  BIL.  (REASONABLE  ELASTICITIES) 

A3  - ;;  „ „ „ ..  20-30  BIL.  (VERY  OPTIMISTIC  ELASTICITIES) 

iL  ' u.  ARAD  AND  H.  BEN-SHAHAR,  m^ETRON^^  H'-2°88-P’  ’,74' 
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Numerous  s'ud'.s  have  also  reached  the  conclusion  that  precisely 
because  of  their  residual-supplier  position,  Saudi  Arabia  and  the  sheik- 
doms will  actually  be  maximizing  their  revenues  if  prices  were  to  decline 

^ * 

to  $7  pe-  barrel.  That  is  to  say,  if  the  scenario  of  price  stabiii  ation 
at  that  level  ever  materializes,  OAPEC's  leaders  would  both  maximize  their 
oil  revenues  and  optimize  their  financial  position.  It  seems,  Cooper's 
assurances  notwithstanding,  that  insofar  as  the  security  of  supplies  is 
concerned,  the  fact  that  the  petrodollar  problem  is  not  as  menacing  as  It 
was  made  to  appear  in  early  197**,  is  somewhat  irrele  int.  With  large  sur- 
pluses at  the  sheiks'  disposal  lasting  practically  indefinitely,  the  secu- 
m t^  problems  created  by  OAPEC  would  only  be  exacerbated  as  it  retains  and 
enhances  the  overall  economic  power  of  OAPEu. 

a a A 

If  the  likely  future  drift  of  events  implies  an  Improvement  in  the 
ability  and  motivation  on  the  part  of  OAPEC  members  to  again  indulge  in 
oil  warfare,  Western  vulnerability  to  it  will  certainly  be  lncr«*.»ed. 

The  crucial  vulnerability  variable,  of  course.  Is  the  degree  of  projected 
import-dependence.  OECO  estimates  on  that  account  are  among  the  most 
optimistic,  but  only  for  the  medium-  and  long-term.  Table  6.19  shows 
that  even  for  the  more  plausible  $6  oil  case  (f.o.b.  the  Derslan  Gulf, 

1972  dollars),  the  United  States  will  import  oil  and  gas  for  only  1>.} 

A / 

See,  for  instance,  Houthakker's  model  (developed  with  Data  Resources, 
Inc.)  described  In  Edward  J.  Mitchell,  Dialogue  on  World  Oil  (Washington, 
D.C.:  Am/rlcan  Enterprise  Institute,  197*0.  For  detailed  analysis  of 

these  countries'  economic  prospects,  see  Keith  Mclachlan  and  Narsl  Ghorban, 
Oil  Productions.  Revenues  and  Economic  Development  (The  Economist  Intel  II- 
gence  Unit,  197k) . 


258 


Hi-2239-RR 


percent  of  her  total  primary  energy  demand  (In  contrast  to  18  percent  in 
19/3),  and  that  this  share  would  decline  further  to  10.0  percent  by  1 985) 
A higher  price  would  have  even  more  drastic  effects  for  the  country, 
from  5.5  percent  import-dependence  in  I98O,  so  predicts  the  OECD,  the 

U.S.  could  actually  export  by  1985  some  4.3  percent,  relative  to  her 
primary  energy. 


ENERGY  PROtHJCT  IOM.  IWiORTS  AND  COMSlWiTIQW  IN  19/2. 


HI-2239- 


259 


1 

' 


1 

•-f 

... 

ui 

o A A 

o o o 

— 

IN 

A 

-4 

IA  . 

On  — 

o — co 

« rC  o 

A — -4 

nO 

iA 

o 

IN 

o • 

rA  sO  P*-. 

NAN 

A 

A 

* 

IN 

O -4 

v* 

sO  1 A 

ON  * 00 

sO  NO 

iA 

nO  o 

"p  . 

... 

IN 

IN  ^ 

Ui 

lA 

CO 

ON 

A 

< 

CJ 

O — CO 
Q A A 

O^nO 

0-4-4 

O — «N 
fA  A.  f> 

NO 

iA 

IN 

IA 

c 

A 

-4  — » 
O 

nO  ^ 

• o 

A • 

vO 

A 

J NflO 
1 A 

A A Q 
mn5 

OO  «C  A. 
A NO 

A 

iA 

A 

* 

vO 

nO 

D 

<JS 

NO  O 
IN  — 

— 

IN 

IN 

2 

O 

-4  a <r* 

-4  o ■# 

O O nO 

A. 

-4 

A 

O 

A 
• IN 

A—* 
• OO 

IS  ■ A 

-4 

CA 

<n 

— 

-4  >* 

o 

w 

IN  Ui  ^ 
A iA 

N AO 
AN^ 

yO  — A» 
-4  IN  NO 

<TN 

IN 

IA 

NO 

IA 

00 

ao 

A NO 

<T>  IA 

£ 

flL 

— 

■*  * 

Ui 

< 

< 

O O'  — 

ocoao 

O IN  IN 

A* 

00 

— 

nO 

A — » 
• A 

A 

l/» 

in.*  in 

A Q A 
- i A 

IA  IN  A 

-■»  A 

C> 

iA 

NO 

iA 

3 

iA 

NO 

A N. 

-4  -4 

oo  • 

— A 

o 

V* 

A 1 -4 

— ao 

NO  NO 

— 

IN 

• 

O 

*"  '**’ 

1 

IN 

IN 

A 

... 

o 

g 

■ 

s 

<r\ 

Ui 

; 

< 

o 

O ao  in 

£2  g 

O N IN 

0-4-4 

A. 

ar\ 

iA 

oo 

* 

o 

IA 

nO 

-4 

IN 

-4 

• A 

RS 

. iA 
IN  • 
-4  A 

• 

UN 

oo 

R 

a i -4 

A A 

IN 

PA 

ON 

IN 

•C 

o 

u. 

... 

o 

1- 

8 

8 

A 

Ov6-» 

SSS 

'n  aoo 

SIS 

4 AN 
so  OO  V 

A. 

ar\ 

♦A 

A 

IA 

A. 

A. 

nO 

OO 

A. 

A 

*"•  *o 

IN  • 
»N  «A 

so  ^N 

• O 
IA  • 
4>  A. 

CO 

V- 

u 

2 

■ 

Ui 

-» 

■m  i -r 

A A — 

■*  — NO 

IN 

rA 

A A 

n£  in 

UI 

CL 

£ 

CO 

a 

o 

0C 

O 

U. 

5 

1 

-i 

3 

<n  < 

-4  00  IN 
A 00  iA 

A O <C 

9 ■*  -*■ 

W A N 

no  OC  -» 

A-  .4 
A IN  OO 

-4 

r*» 

<r» 

IN 

00 

(A 

NO 

IN 

0> 

NO 

-4  A» 

nO 

. sO 

> 

o 

U 

< 

?8 

♦A  l A 

A IN  00 

A A 

A 

UI 

z 

Ui 

fN 

► 

O 

o 

< 

UI 

► UI 

UI 

u 

r 

A 

X 

J U 

A. 

Ui 

mJ 

5 

X 

* 5 

* 

2 

UI 

X 

Cl 

Ui 

> 

i: 

A 

o 

b - 

D - 

b — 

A 

38 

Ci  — 
ui  A 

ft 

£ y»  fe 

* ^ i 

AO  *- 

35S| 

o 

3 

if 

— A 

5 3 

H 

X 

O 

0*3 

0*3 

o«3 

OC 

*4 

si  8 

a 

8 a 

A C 

u 

IM 

o 

t 

Sf  8 

J VJ 

< 

O 

o 

sis 

U"“ 

o 

3 St  S 

3 - - U 

< 

X 

3 

— i 

3 

X 

O 

4C 

o 

A 

X 

O 

* A O 

1 SJ 
1 5 

_i 

< 

A 

O 

A 

O UI 
— 4. 
O w 

X 

OC 

3 

O 

t/> 

260 


HI-2239-R* 


Europe  and  Japan  would,  however,  face  a totally  different  fate.  At  $6 
per  barrel,  Europe  and  Japan  will  be  dependent  for  SO. 7 percent  and  85.4 
percent  respectively  by  1980,  with  little  difference  by  1 985 — ^*9 • 8 per- 
cent and  81.4  percent  respectively. 
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Table  b.21 

ENERGY  PRODUCTION,  IMPORTS  AND  CONSUMPTION  IN  1972, 
ANO  PROJECTIONS  FOR  1980  AND  1985  - JAPAN 
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Even  higher  long-term  oil  prices  ($9  per  barrel)  will  not  signifi- 
cantly reduce  Europe's  or  Jap-sn's  projective  high  degree  of  Import-depen- 
dence. Europe  will  maintain  a 45  percent  rate  of  dependence  from  1980  to 
1985;  Japan,  84  to  80  percent.  As  a whole,  the  total  OECD  bloc  would 
reduce  its  oil  Import  dependence  from  51  to  47  percent,  as  Illustrated 
in  Diagram  6.6,  between  I98O  and  1 985 . In  other  words,  an  overhang  of 


substantial  dependence  will  exist  for  more  than  a decade  to  come 


Historical  and  protected 
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SOURCE:  OECD,  ENERGY  PROSPECTS  TO  1985 
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Cunwnar  1 z i ng  the  degree  of  oil  import-dependence  (measured  as  a 
precentage  of  oil  requirements).  Table  6.22  shows  a rather  remarkable 
American  sensitivity  to  market  forces,  compared  to  Europe's  and  Japan's 
more  limited  response.  Whereas  the  share  of  oil  imports  in  the  country's 
oil  demand  will  decline  slightly  ever,  under  the  medium  price  scenario 
from  the  current  36.7  to  33-8  percent  in  1980  and  25-3  percent  by  1985; 
under  a high  price  scenario  this  share  would  fall  to  16.1*  percent  In 
1980,  with  oil  exports  running  for  as  little  as  7-8  percent  by  1985- 
Neither  Europe  nor  Japan  are  expected  to  see  but  marginal  improvements 
in  their  Import  dependence  either  as  a function  of  price  or  of  time. 

Table  6.22 


PROJECTED  OIL  IMPORT-DEPENDENCE 

- 1980, 
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(as  a 

pecentage 
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SOURCE:  OECD  ENERGY  PROSPECTS  TO  198$  AND  FEA,  PROJECT  INDEPENDENCE. 

The  FEA,  as  shown  above,  takes  a more  sanguine  view  of  American  long 
term  dependence  than  the  OECD,  while  concurring  with  It  about  European 
and  Japanese  bleaker  prospects.  Only  under  the  high  price  scenario  does 
the  FEA  expect  the  U.S.  to  improve  its  import-dependence  over  time.  At 
$6  per  barrel,  warns  the  FEA,  the  U.S.  would  see  an  Increasing  degree  of 
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import -dependence.  reaching  approximately  52  percent  of  Its  ol,  r.qulre- 
rant5  ,965.  Thus.  -Mle  agreeing  .boot  continued  Japanese  and  European 

relatively  high  import  dependence,  albeit  at  slightly  lower  levels,  the 
FEA  and  OECD  differ  substantially  on  future  American  vulnerability,  V««. 
the  U.S.  is  the  country  most  likely  to  be  targeted  in  future  supply 

denials.  

The  uncertainty  about  future  American  vulnerability  can  perhaps  be 

partially  dispelled  by  Including  other  estimates  and  dividing  them  Into 

two  groups:  those  estimates  which  assume  strong  autarkic  stimuli,  either 

,a  , conseguence  of  national  policies  or  as  direct  price  effects,  and 

those  estimates  which  asswm.  low  autarkic  stimuli.*  For  the  former  group. 

a mean  of  19.8  percent  oil  Import-dependence  for  I960  has  been  calculated 

or  a median  of  27.8  percent.  The  latter  group's  mean  Is  kt.O  percent  and 

median  1,5.6  percent.  In  1985,  under  strong  autarkic  stimuli,  a mean  of 

10.2  percent  of  oil-import  dependence  Is  projected,  or  a median  of  11.8 

percent.  For  weaker  autarkic  stimuli,  the  mean  Is  *5.5  percent  and  the 

median  52. k percent. 

The  implication  of  these  projection.  In  light  of  the  discussion  on 
the  outlook  for  the  energy  market,  Is  that  laissez-faire  Federal  pol 
which  rely  on  market  force,  alone  would  actually  result  In  maximizing 
both  the  producers'  offensive  capability  vls-a-vls  the  United  States  and 


'included  In  the  first  group  '~lriuh“i* 

West , WPC-II.  Ford  Foundation  historic  • Ac„je«iy  of  tnglneerlng. 

and  ,11  three  technical  fix  *«"•'  M\  0£c0  $9  oil,  end  the 

MT  econometric  and  judgment.  ■£•*  J* JpuLlng:  HPC-III 

-d  IV  Ford  foundation  h.stor  cal  ^Vo^ w‘e^ 'p^ntalton  of 
ti«.",tl™tn  seethe  Ap$4nd.x  to  the  FEA's  P^ect  Independent 
report. 
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African  vulnerability  ,o  such  pressure.  ,he  absence  of  strong  autar- 
kic stimulants,  th,  nation  is  likely  to  continue  its  drift  into  greater 
impor  t- dependence . Assuming  American  tacit  collusion  with  OPEC  for  the 
long-term  maintenance  of  high  oil  prices  to  be  politically  undesirable, 
the  only  alternative  for  the  U.S.  if  I,  is  ,o  protect  Its  oil  supply  from 
the  much-strengthened  OAPEC  is  the  development  of  more  judicious  policies 
to  break  the  system's  vicious  circle.  This  could  be  done  either  by  acting 
to  negate  the  producers'  greatly  reduced  export-dependence  or  by  moving 
vigorously  to  reverse  the  country's  slow  but  steady  drift  into  a progres- 
sively  growing  state  of  import  dependence. 

SUm>  Preva I I I ng  market  forces  tend  to  increase  American  supply 
vulnerability,  as  they  have  been  for  the  last  five  years.  The  likely 
medium-, erm  price  of  oil,  ,1k.  ,h.  accumulation  of  financial  surpluses, 
coulo  constitute  an  improvement  over  the  recent  past  in  terms  of  price 
structure,  but  In  every  other  respect,  1,  wou-d  Imply  an  aggravation  of 
fhc  state  of  the  system.  The  West  would  still  pay  an  artificially  high 
price  for  energy  and  Incur  a huge  wealth  drain,  import-dependence  would 
not  be  reduced  nor  export-dependence  increased,  and  the  destabilizing 
character  of  the  imbalance  between  producers  and  consumers,  as  reflected 

In  the  market,  and  their  dependence  patterns,  will  continue  to  threaten 
Its  very  stability. 
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Chapter  V I I 

STRATEGIES  OF  INTERDEPENDENCE 

The  current  global  energy  crisis  is  but  a manifestation  of  the 
precar iousness  of  the  structure  of  global  interdependence.  The  liberal  t 

promise  that  trade  will  foster  peace,  integration,  and  cooperation  has 

proven  both  naive  and  Illusory.  The  system  prevailed  only  so  long  as  It  jj 

was  internally  balanced,  or,  from  an  historical  vantage  point,  just  so 
long  as  the  United  States  remained  In  a position  to  enforce  its  liberal  ! 

norms  upon  the  entire  system.  Hegemonial  interdependence  of  that  kind, 
to  be  sure  is  stable  and  orderly.  But  that  has  been  more  the  result  of 
the  hegemonial  structure  of  the  system  and  In  spite  of  the  character  of 
Interdependence  than  vice  versa.  The  energy  system  entered  a crisis  ! 

period  when  the  United  States'  hegemonial  position  weakened,  and  with  it, 
its  inclination  to  practice  such  a role  any  longer.  From  this  perspective, 
the  American  debacle  in  Vietnam  and  the  emergence  of  the  OPEC  challenge 
are  two  sides  of  the  same  coin.  i 

Ever  since  the  watershed  events  of  1971,  the  oil  challenge  has  been 
unfolding  with  increasing  momentum  and  acquiring  more  menacing  dimensions 
at  each  turn.  At  first,  it  was  a mere  commercial  and  institutional  battle 
with  oil  companies  and  private  consumers  as  the  victims.  it  then  grew 
into  a diplomatic  force  with  Arab-lsraeii  stability,  Western  solidarity, 
and  the  international  legal  order  as  its  victims.*  Its  present  phese  has 


For  a discussion  of  the  normative  aspects  of  the  OAPEC  oil  embargo 
see  "The  Arab  Oil  Weapon--A  Threat  to  International  Peace"  by  Jordnn  J. 

Paust  and  Albert  P.  Blaustein,  American  Journal  of  International  Law, 

Vo  1 . 68,  No.  3,  July  1 971*- 
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an  additional  aspect,  an  economic  one,  to  the  detriment  of  Fourth  World 
development  and  Western  prosperity.  The  next  likely  phase,  unless  these 
trends  are  checked,  will  see  the  exacerbation  of  world  monetary  problems 
culminating  in  a m i I i ta ry-s t ra teq i c challenge  as  shifts  in  the  balance 
of  power  in  the  volatile  Middle  East  take  place,  arm3  races  build  up 
possibly  to  the  verge  of  nuclear  proliferation,  and  the  attempts  to 
impose  a revolutionary  new  economic  order  are  made. 

The  possibility  that  the  challenge  could  develop  along  these  lines 
does  not  stem  solely  from  the  fact  that  certain  Arab  nations  are  acquir- 
ing new  power  and  wealth;  transfers  of  power  are  but  natural  political 
processes.  It  is  Instead  the  norms  and  motivations  which  the  Arabs  and 
the  other  oil  producers  exhibit  in  the  use  of  their  power  which  could 
make  the  oil  challenge  Into  a disruptive  force  of  unprecedented  proportions. 
Furthermore,  to  a large  degree  the  challenge  has  grown  to  Its  present 
stage  because  the  Western  world  has  opted  for  collaboration  rather  than 
attempting  to  resist  it.  In  short,  roughly  since  the  Teheran  and  Tripoli 
agreements,  the  general  posture  of  the  West  has  been  that  of  appeasement. 
Logically  speaking,  sometime  in  1973  or  197^,  Western  leaders  should  have 
considered  a different  approach  when  they  observed  that  adaptation  was 
working  badly.  But  the  temptations  of  appeasement  and  passivity  have 
apparently  proved  I rres  istable. 

Generally,  a status  quo  nation  or  group  of  nations,  which  faces  a 
challenge  to  Its  position  or  interests,  Is  forced  into  choosing  one  of 
two  conceivable  responses:  either  it  decides  to  modify  its  past  postures 

and  reassess  Its  position  to  accommodate  the  challenger;  or  it  can  face 
up  to  the  challenge  and  attempt  to  resist  it.  No  objective  criterion  or 
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historical  experience  can  conclusively  tell  which  type  of  response  is 
preferable  All  eise  being  equal,  both  appeasement  and  resistance  combine 
possibilities  for  non-violent  change  wl;h  risks  of  failure.  Appeasement 
is  essentially  a process  of  adaptation  to  changing  circumstances  by  ac- 
cepting a relative  decline  vls-a-vis  the  challenging  power.  The  prospect 
of  peaceful  change  inherent  in  this  response  is  attractive.  But  these 
prospects  should  be  weighed  against  two  fundamental  weaknesses  associated 
wi<h  appeasement.  First,  this  course  by  definition  means  an  erosion  of 
one's  power  or  the  payment  of  a price  with  respect  to  one's  interests. 
Second,  the  mere  indication  of  a predisposition  towards  appeasement  could 
fuel  an  escalation  of  challenges  and  demands  rather  than  abating  them. 
Though  the  outcome  ultimately  depends  on  the  specific  context  in  which 
the  policy  is  applied,  it  is  a remedy  which  appears  to  be  incrementally 
cheaper  in  the  short  run,  but  quite  possibly  catastrophic  in  the  longer 
run . 

A response  of  resistance  implies  an  effort  to  prevent  any  automatic 

loss  or  decline  in  power,  but  it  simultaneously  connotes  a higher  likeli- 

hood for  direct  confrontation.  A conservative  stance,  resistance  tei  ds 
to  prevent  changing  circumstances  from  reflecting  themselves  in  reality, 
hence  it  impedes  normal  processes  of  change  in  relative  power  positions 
among  nations.  The  sole  advantage  of  resistance  as  a posture  is  its 
adherence  to  stability  as  defined  under  the  status  quo.  As  such,  then, 
resistance  can  pay  a price  in  the  near-term  for  tie  sake  of  the  long-term 

order  and  stability.  Stiii,  each  posture  falls  short  of  provicing  a 

generally  valid  means  for  solving  the  dilemma  thrust  upon  any  nation 
facing  a challenge. 
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Liie  two  comr 

tirv  res"l>ants  of  the  rise  of  OPEC  Th 
. . ° EC'  The  tradeoff  between  the  two 

however  ic  nnt  .i  • 

• not  always  complementary.  That  is  if 
_ • X nat  ,s>  ,f  Prices  were  driven 

much  above  the  c 

curity  of  ,•  SU  StltUU°n’  m thG  mec^  ‘ um‘  run  perhaps  the  inse 

t y of  s upp  lies  wm  iU  h • 

would  be  mitigated.  But , the  car  te  i members  , as  a, 

10  thC  Previ°us  chapter , are  not  likely  to  ail  h-  k 
f 'y  t°  allow  high  prices  to  de, 

them  future  markets;  they  wiii  nri 

ney  win  price  I with  the  view  that  it  h 

and  imported,  and  in  so  doing  will  aiso  ^ 

of  . . , 9 aiS°  Perpetua«  their  potential  threat 

denial  as  expressed  in  OAPEC's  oi i 

words  is  w WCaPO"'  ^ £n"9y  SyS"”'  '»  othe 

“ords,  ,s  caught  in  a vicious  circle  of  self  • , 

tend  to  maintain  1 1 as  a '"p  pp°“sses  which 

. asymmetric  distribution  of  power.  The  nature  o 

- orce,  ,s  predominantly  economic,  rooted  in  the  in.erpiay  between 

supply  and  demand  and  in  tt. 

■ 'n  the  monopolization  of  supply  in  th  h ^ 

OPEC  car tp i a , * ha"ds  of  th< 

esson  of  the  energy  crisis  s.  th 

_ . ,s  that  transnational  interde- 

I I"  bbrOU9ht  abOUt  6Y  " ,i0ba,i2ati0"  °f  *"*  ‘P  —rat 

a used  at  the  moment  the  nations  inyoived  iose  their  abiiity  to 
external  dependencies.  The  s tabi  I i ty  of  |„t«r- 

' Unl'ke  '’atUre•  10  “hich  symmetry  is  often  the  law 
Internat lonal  politics  abhor  eternal  svem  , • 

and  , „ symmetries.  The  struggle  f„r  power 

, dictates  national  driues  for  supremacy  and  primacy,  it 

s7  d th'ref°rC'  - — «o  rely  on  transnat  iona , 

jctures  which  depend  on  continuous  sy^try  for  ,belr  soiidlty.  The 

tegic  balance  ,s  just  such  a case  in  point.  Al though  i , could  be  that 
ere  is  no  alternative  to  such 

ir  h ructure,  the  costs  of  such  reliance, 

should  be  borne  In  mind,  are  rather  substantia,. 
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Stm.  a rational^, ion  of  world  interdependence  is  c fash. 

• onable  among--of  all  nennl 

dM  people  enerqy  analysts.  Rather  than  perceiving 

,h“  ""  r'Cent  iS  - . taring  testify  to  the  In. 

1«ren,  I ns  tab , I i t ies  of  interdependence  and  Its  associated  vplner.bll,- 

,h'V  Sr'  "°"  C'm"9  f°r  *-  — «*•— in.  Of  that  system,  i,  ,s 
indeed  oneof.be  snbtier  ironies  of  the  crisis  that  of  a„  times 

is  now  that  energy  have  discovered  the  concept  of  interde- 

pendence. Halthusians  of  all  sorts  are  particularly  fond  of  this  seem- 

Ingly  new  construct  Tn  th***  • ... 

TO  them,  ,h,s  era  of  scarcity  and  deprivation 

and  a general  state  of  "system  overload  " fhprB  • 

ver load , there  is  not  much  choice  but 

" thC  ^ SyStem?C  Str—  P-tice  its  implied  strategies. 

't  is  hard  to  find  a discussion  of  energy  policies  today  which  does 
not  incinde  psegdo-aviomat  ic  references  to  this  being  an  age  of  inter- 
dependence, with  the  corollary  thesis  ,h«,  i.  • . 

Pff  thesis  that  it  ,s  imperative  that  confron- 
ts Ion  resistance  postures)  he  avoided  and  cooperation  (,  . 

appeasement  postures,  be  sought,  a,  any  cos,.  Typ,Ca,  of  ^ 

genre  ,s  the  Final  Report  by  the  Energy  Policy  Project  of  the  Ford  Found- 
ation. Titling  its  recommended  course  of  action  as  ..Project  interdepen- 
dence,. „ argues  for  intensified  cooperation  between  o„  exporters  and 
importers.  Under  the  assumption  that  the  "suddenness  of  the  world  oil 

°"  ™rk"'5  tUrnabOUt  h“  otist bred.  . . the  rea,  points  of  shared  interest 
oil  exporters  and  importers,"  it  urges  "a  less  confrontational 
and  more  conoiiiatory  approach  (which)  »u,d  be  ™tu.„y  benef icl.i ."* 


T°rd  Foundation  (Cambridge ss^' 'ahM  I*"  Ener9y  pollcy  Project  of  the 
This  Is  perhaps  the  point  io  meniion  tll^sUtutl'foI"?  Cf'  ’ ,971,)  ■ »-l: 
critigue  of  the  Ford  Foundation  report,  H .'ted^LT^ntl! 
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That  importers  and  exporters  have  common  interests  is  hardly  a 
novelty.  Broadly  defined,  almost  any  two  groups  share  at  least  certain 
common  interests.  Even  for  the  most  violent  conflicts  in  history  it 
could  be  show-  that  there  existed  certain  common  interests,  for  example 
in  the  establishment  of  war-fighting  rules  between  the  combatants.  The 
question  is  whether  on  the  central  issues,  in  this  case  the  price  and 
security  of  energy  supplies,  the  parties  hold  similar  interests.  Obvious- 
ly, as  all  evidence  suggests,  that  is  hardly  the  case  here.  Buyers  of 
oil  have  almost  exactly  opposite  aims  from  sellers,  and  these  differences 
cannot  be  reconciled  by  repeated  evocations  of  the  elusive  spirit  of 
global  Interdependence.  There  is  an  intrinsic  functional  difference  be- 
tween producers  and  consumers  which  is  not  only  Irreconci (able,  but  It 

becomes  even  more  acute  once  trade  is  politicked,  as  the  oil  market 
has  been. 

How  ludicrous  this  shallow  rhetoric  of  cooperation  at  any  cost  sounds 
("peace  In  our  time"?)  can  be  learned  from  the  following  sunmary  of  a 
panel  discussion  on  "What  Sort  of  New  Relationships  Need  to  be  Established 

Between  the  Producer  and  Consumer  Countries?"  as  reported  'by  Jack  Harts- 
horn : 


In  effect , this  session  presented  an  example  in  miniature 
of  the  kind  of  exchange  of  views  between  the  industrialized 
oil  Importing  countries  and  OPEC  that  Is  widely  being  advo- 
cated at  a governmental  level.  Mr.  Abderrahmane  Khene, 
Secretary  General  of  OPEC,  answered  the  views  of  Mr.  Walter 
levy,  the  American  oil  and  energy  consultant,  M.  Henry  Slmonet 

E^?a!!,CT!SSion’  and  Mr>  Kat5u*a  M,yata>  President 
o Mitsubishi  Aluminium,  Tokyo.  The  spokesmen  were  able  to 

agree  ipon  the  desirability  of  cooperation  and  a dialogue. 

But  their  analyses  did  not  show  much  common  around  In  basic 
standpoints. . . . Not  all  OECD  countries  take  this  problem  quite 
as  starkly  as  the;  Americans,  or  are  as  confident  that  oil 
prices  can  be  brought  down.  Mr.  S Imonet. . . d id  not  take  as 
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'hard'  a line  as  Mr.  Levy;  nor  did  Mr.  Miyata.  But  all  three 
were  concerned  to  avoid  any  'confrontation'  between  the  Indus- 
trial importers  and  the  OPEC  countries."*  [Emphasis  added.] 

In  fact,  what  beqan  as  an  almost  trivial  contest  over  oil  prices  In 
1969  evolved  into  a major  terms -of-t rade  revolution  in  1971,  escalated 
into  a security  challenge  in  1973,  and  by  now  encompasses  an  across-the- 
board  challenge  to  the  entire  fabric  of  the  current  economic  and  political 
structure  of  the  non-communist  world.  The  revolutionary  notion  of  the 
"new  economic  order,"  spearheaded  by  OPEC,  runs  counter  to  every  prin- 
ciple of  interdependence  as  understood  either  by  traditional  liberals  or 
neo-Mai  thus ians . Daniel  Moynihan  describes  the  extent  of  this  contrast: 

"Much  of  [the]  internationalist  rhetoric  is  based  on  things 
real  enough.  There  jj,  a world  ecology;  there  j_s  a world 
economy,  and  some  measures  important  to  individual  countries 
can  only  be  obtained  through  international  accord.  Thus  the 
concept  of  interdependence  has  become  perhaps  the  main  ele- 
ment of  the  nev  consciousness  of  a world  society.  This  is  a 
valid  basis  on  which  to  pos i t the  existence  of  a society;  it 
is  almost  a precondition  of  a society's  coming  into  being. 

Yet  societies  rarely  stop  at  the  acknowledgement  of  the  need 
for  cooperation  which  is  implied  by  the  te^m  interdependence. 

The  image  of  a society  as  a family  is  a common  one,  and  with 
reason,  for  in  both  cases  the  idea  of  cooperation  is  frequently 
supplemented  or  even  supplanted  by  the  idea  of  obligation. 

What  does  one  member  owe  another?  This  is  something  new  In 
international  pronouncements.  If  one  were  to  characterize  the 
discomfiture  and  distress  with  which  Americans  responded  to  the 
events  of  the  29th  General  Assembly  of  the  United  Nations  in 
197**,  some  measure  would  have  to  be  attributed  to  the  discovery 
that  a vast  majority  of  the  nations  of  the  world  feel  there  are 
claims  which  can  be  made  on  the  wealth  of  individual  nations 
that  are  both  considerable  and  threaten ing-- In  any  event  threat- 
ening to  countries  such  as  the  United  States..."*** 


^Summary  of  proceedings  of  1st  World  Symposium  on  Energy  and  Raw 
Materials,  Paris,  June  197**. 

See  the  platform  for  this  challenge,  as  advertised  by  OPEC  in  The 
New  York  Times,  April  I,  1 975- 

***"The  United  States  In  Opposition,"  Commentary,  March  1975- 


HI-2239-RR 


It  is  quite  obvious  that,  like  the  structure  it  describes,  the  con- 
cept of  interdependence  has  been  politicized  to  euphemistically  mean  any- 
thin, Its  users  desire.  Thu,,  according  to  Yamanl's  Impeccable  logic, 
"cooperation"  is  what  oil  exporting  countries  practice  when  they  band 
together;  "confrontation"  Is  what  oil  Importing  countries  would  be  doing  if 
they  were  to  do  the  same.  A similar  agility  with  the  concept  was  exhib- 
ited by  President  ford's  speechwr i ter , who  did  not  hesitate  to  rename 
the  country's  policies  of  self-sufficiency  Project  Interdependence. 

It  was  on  September  23,  1971.,  that  President  Ford  opened  the  hinth 
World  Energy  Conference  in  Detroit  by  delineating  the  American  energy  plan. 
He  referred  to  the  "pulverizing  impact"  of  energy  price  increases  on  food, 
Inflation,  and  the  monetary  system  and  reaffirmed  the  U.S.A.'s  intention 
to  achieve  energy  independence.  He  chastised  OPEC  for  imposing  "exorbi- 
tant prices  which  distort  the  world  economy,  risk  worldwide  depression 
and  threaten  the  breakdown  of  international  order."  He  saw  three  ways 
out  of  the  crisis:  a)  each  nation  must  resolve  not  to  misuse  its  re- 

sources; b)  each  nation  must  use  its  resources  fully;  and  c)  each 

nation  must  join  with  others  in  cooperative  efforts  to  reduce  energy 
vulnerability.  President  Ford  then  emphasized  that  sovereign  nations 
"cannot  allow  their  policies  to  be  dictated,  or  their  fate  decided  by 
artificial  rigging  and  distortion  of  the  world  commodity  market."  Then 
he  warned  that  "the  attempt  by  any  country  to  use  one  commodity  for  pol- 
itical purposes  will  inevitably  tempt  other  countries  to  use  their  com- 
modities for  their  own  purposes,"  adding  that  "nations  have  gon-  tojaar 
over  natural  advantage."*  The  title  President  Ford  gave  to  this  American 

^En^a^JJ^IjeEoa^  "umber  59,  September  20'  ^ *"d 
Policy,  Vol . 2,  No.  A , December  19/**.  PP-  330-339- 
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position  was  Pioject  Interdependence.  In  sum,  when  consumers  or  pro- 
ducers talk  of  their  acceptance  of  Interdependence  and  their  need  for 
cooperation,  they  not  only  reflect  disagreement  over  fundamental  Inter- 
ests, but  they  also  are  Incapable  of  agreeing  on  what  they  claim  to  agree 
about. 

Jr  A * 

It  seems,  then,  that  different  nations  mean  different  things  when 
referring  to  the  desired  ingredients  of  the  new  energy  system  and  the 
strategies  that  could  bring  it  about.  The  Important  elements  to  consider 
are  the  'iew  patterns  of  dependence  and  cooperation  which  are  sought  to 
replace  or  augment  those  of  the  system  now  under  pressure.  Indeed,  two 
contending  approaches  to  the  question  of  future  world  cooperation  in 
the  area  of  energy  are  discernible.  Both  combine  an  acknowledgement  that 
the  old  system  of  multilateralism  has  been  largely  discarded  with  the 
recognition  that  certain  remedial  actions  should  be  taken.  Neither 
approach  Is  reactionary  in  the  sense  of  trying  to  completely  reverse 
the  course  of  events  that  led  to  the  current  dlsequi I lbr lum — e.g.  , a 
campaign  u'  estore  pre-crisis  oil  prices.  Since  the  old  system  was 
built  on  those  price  levels,  no  current  strategy  can  be  considered  one 
of  restoring  the  old  system.  On  the  other  hand,  both  approaches  seek  to 
compensate  for  the  disintegration  of  multilateral  interoepandence  by  con- 
centrating on  Intensifying  Interdependence  along  certain  desired  lines. 

approaches  differ,  however,  with  respect  to  how  to  strengthen  lnwer- 
depe  dence.  'n  reality,  the  two  approaches  represen-  two  diametrically 
opposed  schools  of  thought  regardin'-  the  issues  of  maintenance  and 
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of  interdependence,  if  each  were  to  be  demented  in  ,t. 

pure  form,  totally  different  situations  would  be  created. 

Tbe  first  school  of  thought,  shared  by  many  American  energy  planners, 
views  the  hor i zonta,  axis  of  cooperation  among  consumers  themselves  as 
most  1 ikely  to  restore  stability.  Thus  operation  among  consumers  varuld 
oe  paralleled  by  cooperation  a«,ng  producers,  which  is  already  — ra- 
tionalized through  OPEC.  The  solution  recommended  by  proponents  of  this 
approach,  therefore.  Is  to  collapse  and  channel  producer-consumer  inter- 
dependence Into  a single  pattern,  thus  restricting  its  scope.  At  the 
same  time,  however,  inr-eased  I , dependence  would  occur  among  consumers 

as  they  formed  a united  bargaining  coalition  vls-i-vis  the  producers. 

. thpn  would  be  increased  vertical 

,l.,  1 Q likelv  to  emerge,  tnen,  wouiu 
The  pattern  that  is  nwy 

competition  with  decreased  vertical  cooperation.  Conversely,  the  horl- 
aontal  avis  would  manifest  decreased  competitiveness  and  Increased 

cooperation. 

The  second  school  of  thought,  typified  by  French  and  dapan.se  energy 
pol icymakers,  seeKs  to  reverse  the  order  of  priorities  delineated  above. 

The  advocates  of  this  school  also  wish  to  reduce  the  excessive  strains 
of  interdependence,  but  for  them  the  desired  axis  of  cooperat.o 
call  l.e.,  between  individual  consumers  and  individual  producers.  Clear, y. 
the  effect  of  such  a course  of  action  would  be  to  reduce  multilateralism 
not  into  two  confronting  camps,  as  the  United  States  would  prefer,  but 
into  several  Islands  of  bilateral  arrangements  on  a country- to-country 
ft 

bas i s . 

The  ol  lowing  draws  on  "iy  'Ms  j^The  Energy  Crisis  and 

Praeger  Publishers.  ,975). 
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P-oponents  of  the  vertical  approach  evidently  reject  horizontal 
cooperation  because  they  distrust  such  interdependent  relationships  and 
prefer  clear  national  policy  courses.  Secondly,  a potentially  disrup- 
tive element  is  more  apparent  in  the  horizontal  than  in  the  vertical 
approach.  But  abstract  formulations  do  not  do  justice  to  either  approach. 

The  respective  concrete  content  of  each  will  be  elaborated  on  further  in 
this  chapter.  For  the  longer  term,  It  is  worth  bearing  in  mind  these 
differences  of  emphasis,  as  they  may  signal  an  attitude  toward  coopera- 
tion in  general,  and  thus  give  a clue  as  to  the  future  of  Interdependencies. 

Lincoln  Bloomfield,  In  what  is  perhaps  the  most  systematic  analysis 
of  global  interdependencies  as  they  relate  to  energy  issues,  came  Vo  the 
J following  four  insights,  all  compatible  with  arguments  and  evidence  pre- 

A 

sented  in  this  study  : 1)  that  problems  are  created,  not  by  the  fact  of 

interconnectedness,  but  by  the  dependency  experienced;  2)  that  the  prin- 
ciple  of  "critical  mass"  operates-- too  little  mutual  depeidence  inhibits 
understanding,  too  much  overloads  the  relationship  unless  political  In- 
tegration follows;  3)  that  interdependence  Is  not  automatic  but  optional  — 

I 

at  a cost;  and  M that  policy  is  determined  by  whether  asymmetry  Is  felt, 
which  suggests  compensating  for  the  deficit  psychologically  as  well  as 
tangibly,  to  reduce  Interdependency  frictions. 

Where  unbalanced,  asymmetric  interdependence  Is  experienced  or  per- 
ceived, argues  Professor  Bloomfield,  five  options  present  themselves: 

First,  to  reduce  the  risks  inherent  in  dependencies;  second,  to  seek  to 
become  less  dependent;  third,  to  increase  mutual  dependency;  fourth,  to 
achieve  autarky  or  self-sufficiency;  fifth,  to  manipulate  asymmetrical 


Hayward  R.  Alkr,  Jr.,  Lincoln  Bloomfield,  and  Nazi  i Choucrl, 
Analyzing  Global  Interdependence  (Cambridge,  Mass.:  Center  for  Interna- 

tional Studies,  MIT,  November  197^) . 
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interdependence  as  a political  lever  In 

«9V  of  interdependence  aimed  " — - « W ie  Id-s  strat- 

’ Cd  at  remedy i ng  "net  deficits"  |n  r , • 

•nclude:  a)  "decoupling"  those  link  . c ' ' onsh i ps , 

ages  with  potential  for  excpct' 

pressure-  b)  • °r  excessive 

’ b'  fostermg  the  mutualitv  of  i-  ,, 

" °f  l,nks  “'th  Potential  for  a..,, 

' 1 PPlv,n9  Psychological  I os  ights  where  I 

inagegoate  r'3'^' 

functions  formerIy  managed  nationally.  ' ’ ‘°"eC- 

Conceptually,  thi,  f . 

s ,s  a fair  breakdown  of  alternative  tactics  , 
i n terdependence.  |n  the  • . . tactics  of 

these  tactics  s f rnat,°nal  *ner9y  field,  however,  mixes  of 

sen,  tn  some  of  which  overlap  substantia , iy  when  practiced-pre- 

themselves.  Poor  types  of  interna, iona I po,  lcy  packa 
ible.  The  firsr  , . Packages  are  discern- 

w°  es sen 1 1 a 1 1 y seek  to  improve  rhp 

energy  interdependencies,  first,  under  • Mna9**bM,'vof 

of  bilateralism  th  I • 3 Vert'Ca'  °r,entat‘on,  policies 

their  manipulation  are  the  cenfr.i  • 

jr  • 

functional  coordination  is  pursued.  The  . 

analysed  in  this  chapter,  the  other  ,„0  the  ^ ^ *" 

P—  pertain  to  strategies  which  a 

a"d  retreat  i ng  ,„to  less  „ , . ^ *'  -«rdepe„dence 

a~,  struct—  -~ 

— omiaterai,  bo,  both  areals  a,  ^ «*- 

CO—'  Interdependence . Th.  third  J'r’ 

"°"s  “'■'*>  autarkic  drives,  while  the  four  " ^ 'yPC’  the"'  C°‘e™'' 

of  disengagement  from  ■ '™Pl'eS  3 ^ 9radual  f°™ 

from  excess, ve  interdependence,  bo,  neither 
basis  nor  for  the  r th  a u,li|ateral 

se  of  becoming  totally  self-sufficient. 
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Vertical  Cooperation  and  Bilateralism* 

Clearly,  the  position  of  those  who  prefer  vertical  interdependence 
over  horizontal  cooperation  stems  from  their  differing  assunptions.  The 
fundamental  premise  underlying  this  approach  is  its  disillusionment  with 
transnational  cooperation.  The  na t ional i st 1 c -mercant i 1 1 st ic  outlook 
typical  of  this  approach  is  even  more  pronounced,  since  it  identifies 
notions  of  multilateral  interdependence  and  free  trade  with  American 
hegemony  or  attempts  to  preserve  this  hegemony.  This  is  why  the  United 
states  favors  horizontal  cooperation,  while  such  traditionally  nationa- 
listic countries  as  France  and  Japan  favor  vertical  interdependence. 

In  all  fairness,  however,  vertical  interdependence  reflects  more  than 
mere  anti-Americanism.  Despite  their  generic  common  bond  of  being 
net  energy  importers,  OECD  members  are  far  from  sharing  similar  positions 
and  interests  on  energy.  In  fact,  there  are  quite  a few  substantive 
differences  among  OECD  countries,  aside  from  differences  in  orientation. 

First,  while  both  the  United  States  and  Japan  are  geographically 
remote  from  the  Middle  East  and  North  Africa,  Europe  is  virtually  adja- 
cent to  these  regions  which  contain  the  richest  oil  fields  in  the  world. 
This  proximity  is  a geo-economic  and  political  parameter  which  cannot  be 
ignored.  Second,  even  the  most  pessimistic  import-dependence  projections 
for  the  United  States  do  not  place  it  in  the  same  category  of  extreme 
import  dependence  to  which  certain  European  countries  and  particularly 
Japan  belong.  Third,  in  absolute  terms,  Europe  is  by  tar  the  largest 
client  of  North  African  and  Middle  Easte-n  oil:  again,  even  higher 


A 

The  direction  of 
parallels  the  petroleum 
oil  system. 


these  cooperative  vectors,  naturally  enoughi 
industry's  view  of  the  structure  of  the  world 
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Mie.ican  dependence  would  still  require  less  than  half  the  quantit.e. 

Europc  «...  need  from  the  Middle  East.  Foor.h,  as  noted  above,  the 
system  that  brought  about  a crisis  is  identified  with  the  United  State.. 

,n  effect,  many  European,  and  Japanese  realize  that  American  need  for 
Middle  Eastern  oi . has  done  much  to  drive  up  prices,  not  without  tacit 
American  agreement.*  fifth,  the  fact  that  five  of  the  seven  major  o„ 
companies  are  American  is  also  viewed  as  a distinct  -duality.  Europeans 
and  Japanese  assume  that  these  companies  are  American  instruments  at  worst, 
or  geocentric  entities  a.  best,  but  certain, y no,  protective  of  each  con- 
suming nation's  interests,  furthermore,  countries  such  as  France  and 
Italy,  which  have  nationa,  companies  of  their  «n.  have  even  a degree  of 
competitiveness  with  the  United  States  and  Britain,  and  their  mult.nat  onal 
oi,  companies.  Sixth,  and  perhaps  most  important  in  terms  of  the  options 
available  to  them,  not  a„  o, , importers  share  the  option  of  being  abie  to 
avoid  either  form  of  interdependence  by  fa., in,  back  onto  an  autarkical 
policy  of  seif-sufficiency.  This  is  a crucia,  point,  because  countries 
with  a high  autark.cai  potential  are  also  producers  of  energy  despite 
their  net  deficit,  while  countries  which  have  little  autarkical  pote 
probah.y  produce  no  oi , on  a domestic  sca.e.  Conseguentiy,  the  interests 

The  events  described  in  chapter  II  , indicating  , t ,ca,  blunders 

the  ,970-7,  price  hikes,  are  cons: I der. ed  in  th^study  ^ very  good 
on  the  part  of  mi  s informed  aPP'*5^  ^ .^E^  .P  p'ter  ode||,  for  Instance, 
reasons  of  their  own,  see  9 opmer,ts  In  the  last  few  years  were 

believes  that  international  0 ...  lth  the  positive  encouragement 

caused  by  ”0PEC/oil  company  “l  lut,.on.  . .with  inlt,ated  a for- 

of  the  United  States.  The  U.S. I 9 nations'  revenues  moving 

eign  policy  which  aimed  at  gett  ng  o.l  ^°J^CrS  about  their  low-oil 
strongly  up  by  talking  'ncessai j'^ouraMe  impact  of  much  higher  prices. 

Scathe3  third  Tool  0M_a*d^^  r^^cc^' 

conspi racyf theorie,3  a^argue^by^Odei  1 , than  stupidity  theories,  as 
argued  in  this  study. 
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of  large-scale  producers,  such  as  the  United  States,  can  hardly  be  similar 
to  those  of  Japan,  say,  when  it  comes  to  such  crucial  parameters  as  the 
price  of  energy  and  the  establishment  of  a price  floor.  As  Table  7.1 
illustrates,  North  America  enjoys  a far  more  advantageous  position  than 
Europe  or  Japan: 

Table  7. I 

AUTARKIC  POTENTIAL  FOR  SELECTED  OECD  COUNTRIES 


"Oi 1 -saving 

Degree 

of  self-sufficiency^  In: 

capaci ty"a 

Oil 

Total  energy 

(Percent) 

Japan 

0.6 

0 

11 

Italy 

0.7 

6 

15 

Belgium 

0.8 

1 

18 

France 

0.8 

5 

22 

United  Kingdom 

0.9 

2 

53 

Germany 

1.0 

7 

51 

Netherlands 

1.1 

7 

Sk 

Canada 

1 . 1 

98 

no 

United  States 

1 . A 

7* 

89 

a)  It  should  be  stressed  that  this  is  a very  rough  relative  indica- 
tor of  how  countries  rank  in  this  particular  respect,  but  it  can 
in  no  way  be  interpreted  as  an  absolute  measure. 

b)  Indigenous  supply  as  a percentage  of  total  primary  energy  require- 
ments. Figures  apply  to  1971.  and  have  changed  somewhat  since  then. 

SOURCE:  OECD,  Economic  Outlook,  No.  ]U,  December,  1973. 

A poiicy  of  North  American  se  sufficiency  is  clearly  feasible;  It  does 
not  escape  Europe  and  Japan  that,  if  mercantilism  is  the  name  of  the  game, 
autarky  is  its  supreme  manifestation.  This  advantage  enjoyed  by  the  United 
States  and  Canada  (and  Britain,  Norway,  and  the  Netherlands  to  a lesser 
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degree)  can  be  helpful  in  the  context  of  either  vertical  interdependence 
(with  the  United  States  being  in  a better  position  to  strike  its  own 
bilateral  deals  if  it  so  chooses),  or  horizontal  i nterdepeni ence  (with 
the  United  States  bargaining  from  a superior  stance  within  the  consumers' 
group) . 

Finally,  not  all  importing  countries  share  the  same  position  or 
policies  in  general  world  affairs;  the  United  States  least  of  all. 

Linkage  strategies  are  part  and  parcel  of  international  behavior  in  an 
age  of  interdependence.  It  is  not  enough  for  mutuality  of  interests 
to  be  present  in  only  one  or  a few  functional  areas,  since  cross-func- 
tional  linkages  are  likely  to  disrupt  any  cooperative  arrangement  along 
strictly  functional  lines.  Thus,  the  fact  that  the  United  States  is  a 
world  power  with  global  responsibilities  and  commitments  is  irreconcilable 
with  the  regional  orientation  of  Europe  and  Japan.  Energy  is  not  a prime 
determinant  of  foreign  policy  in  American  thinking,  while  freedom  of 
action  in  foreign  affairs  is  considered  of  paramount  importance.  On  the 
other  hand,  Japan  and  Europe  can  place  energy,  and  the  safeguarding  of 
its  supply,  higher  on  their  order  of  priorities,  thus  subjugating  foreign 
policy  to  energy  policies.  Such  differing  priorities  with  OECD  illustrate 
the  incompatabi 1 i ty  among  some  of  its  members  on  energy  issues. 

The  implications  for  a country  like  France  are  simple:  vertical 

interdependence  seeks  to  strengthen  importer-exporter  ties,  despite  accu- 
sations that  its  aim  is  to  "beggar  thy  neighbor."  This  end  is  achieved 
by  the  following  procedures:  First,  outflanking  the  oil  multinationals 

and  establishing  direct  government-to-government  contact  with  a bilateral 
pattern  consequently  emerging.  Second,  an  agreement  for  a guaranteed 


J 
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supply  of  oil  (or  gas)  at  certain  prices  for  a predetermined  period  is 
attained.  Third,  a higher  than  usual  price  for  such  "safe"  supply  is 
negotiated,  but  the  payment  is  often  made  in  ether  than  pecuniary  forms. 
Arms,  credit,  or  techno  log i ca 1 assistaice  are  substituted  for  money. 

This  barter  aspect  of  vertical  interdependence  is  not  necessarily 

indicative  of  the  foreign  exchange  difficulties  that  could  otherwise 

• * 

arise,  as  they  are  typical  of  the  spit  1-over  of  interdependence  from 
the  energy  area  into  others.  This  is  done  deliberately  to  offset  the 
increased  import  dependence  of  the  consumer.  Fourth,  the  pinnacle  of 
vertical  interdependence  is  the  recycling  of  money  into  the  Importing 
country  as  a form  of  investment.  Ideally,  the  proponents  of  vertical 
interdependence  would  like  to  see  heavy  exports  of  goods  and  services 
Into  the  oil  producing  countries,  paralleled  by  heavy  Investments  by 
producers  In  the  economies  of  the  Importing  countries.  Presumably, 
this  Intensification  of  producer -consumer  Interdependence  would  restore 

stability  to  the  market  as  each  side  f:nds  a suitable  partner  and  each 

» 

develops  a stake  In  the  prosperity  of  the  other,  thus  reducing  the 
incentive  for  such  a punitive  exercise  or  arm-twisting  tactic  as  that  of 
brandishing  the  oil  weapon. 

Thus,  during  197**,  as  the  list  below  Indicates,  vertical  bilateral- 
ism was  earnestly  tried  with  bilateral  arrangements  between  oil  consuming 
and  oil  producing  state*--those  made  by  France  being  thc  most  publicized. 

A 

The  drive  to  export  more  Into  the  OPEC  bloc  could  not  close  the 
rapidly  widening  gap  between  exports  and  Imports  caused  l»y  the  1973  oil 
price  increases,  at  least  not  in  the  next  few  years.  From  a favorable 
balance  ranging  between  $0.1  billion  and  $0.3  billion  in  the  1967-1972 
years,  the  balance  became  negative  In  1973  reaching  $1.0  billion,  then 
jumping  to  a $8.8  billion  deficit  in  1974.  While  exports  to  OPEC  almost 
doubled  (from  $3.6  billion  to  $6.7  billion)  between  1973-1974,  Imports 
from  OPEC  more  than  quadrupled  (from  $i».6  billion  to  $15.5  billion). 

(See  tne  Council  on  International  Economic  Policy's  International  Econ- 
omic Report  of  the  President,  March  1975.) 
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RFfFNT  ECONOMIC  AND  TECHNICAL  AGREEMENTS  BETWEEN 
OIL-PRODUCING  AND  0 1 L-CONSUHING  COUNTRIES 

, Aoreenent  signed  for  vast  long-term  nooperatlon  in 

France--  develUn,  and  industria  » 

'from' France.  af1Va  We:  IS.  MS  bM.lon.  9 February 

1974. 

France-Li bya  Agreemen t s ^gned  provi dl^g  for  the ^exchange  of  f 

•It  bou  s Te^communicatlons  and  other  joint 

:::^it;,tdmg ^ ° s?r 

France— Saudi  Arabia  * ^£oi  i ^exchjngeNor 

rsr^K?: 

Vaioe-  not  known.  Beginning  January  197*. 

Value:  not  known.  End  January  1971*- 

Federal  Republic  Decision  ^"1)1 

of  SBBZ'hi  r»rt  :^:dt 

S F^Germany^  M ] J^Wr t 

the  Soviet  Union.  Long-term  oil  1.^  4'*^  d„. 

for  the  West  German  contribution,  hav 

cussed.  Value:  $2.2  billion.  End  Januar  197  • 


Federal  Republic 
of  Germuny-- I ran 


I talyLi  bya 


ItalySaudi  Arabia 


i a x» ,i  i.nriA r which  Libya  will  supply 
A3i  eement  concluded  under  wh 'C"  ' \ear~to  be  com- 

Italy  with  30  mill  on  tons  of  o 1 a yea to 
pared  with  23  million  tons  for  1973.  It*  V 5 ‘ 
tribution  will  be  goods  and  services  for  the  in 
/runzatlon  of  Libya.  Value-,  not  known.  25 
February  197*<- 

™dis‘tH“  irr«mrnt'Se°t«t“™'t»  countries, 
itltet  not  known.  Beginning  February  1574. 
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Japan-- I ran 


Japan-- I raq 


Sweden- -L i bya 


United  Kingdom 
-- 1 ran 


United  States 
-- 1 ran 


Uni ced  States 
--Saudi  Arabia 


Proposal  made  by  Japan  to  Iran  involving  loans  and 
credits  to  be  earmarked  for  the  construction  of  a 
refinery,  a petrochemical  plant  and  a cement  plant. 

Value:  $1  billion.  10  January  197**.  Later  reports 

indicate,  however,  that  I ren  cancelled  the  deal  on 
*♦  March  197**. 

Agreement  signed  under  which  Japan  will  receive  l 60 
million  tons  of  crude  oil  and  oil  products  over  10 
years  in  return  for  undertaking  petrochemical  refin- 
ing and  other  industrial  projects.  Value:  $1  bil- 

lion. 17  January  197**. 

Agreement  reached  for  a 10-year  cooperative  programme 
under  which  Libya  will  deliver  2 million  tons  of  crude 
oil  a year  to  Sweden  in  exchange  for  steel,  timber, 
paper  and  cement.  In  addition  Sweden  will  bu.id 
tankers  and  merchant  carriers  for  Libya.  The  two 
countries  will  also  investigate  the  possibiMty  of 
Libya  helping  to  finance  the  construction  of  an  oil 
refinery  In  Sweden.  Vclue:  not  knr»yri.  6 March  197**. 

Agreement  providing  for  Iran  to  exchange  about  5 mil- 
lion tons  of  crude  oil  for  British  deliveries  of  tex- 
tile fibres,  steel,  paper,  petrochemicals  and  other 
industrial  goods.  Value:  $2**0  million.  25  January  197**. 

Tentative  agreement  between  the  Iranian  government  and 
five  U.S.  refining  companies  for  the  joint  consuuctlon 
and  operation  in  Iran  of  what  could  be  one  of  the  lar- 
gest refineries  in  the  world  (with  an  output  of  500,000 
b/d) . Value:  05OO-S75O  million.  8 Nover.ioer  1973- 

Agreement  In  principle  reached  between  the  two  govern- 
ments on  more  active  U.S.  support  ii  the  industrial iza- 
t’on  of  Saudi  Arabia  and  In  the  supply  of  its  require- 
ments for  defensive  purposes.  Value:  not  known. 

5 Apr  1 1 1 9 7** - 

Agreement,  signed  on  9 June  197**,  provides  for  the 
establishment  of  two  joint  commissions,  one  on  economic 
cooperation  and  the  other  on  Saudi  Arabia's  military 
equirements.  Four  working  groups  have  been  created: 
industrialization;  manpower  and  education;  technology 
research  and  development;  and  agriculture.  These  are 
to  prepare  recommendat ir  * for  the  Economic  Commission. 
The  *wo  governments  agree  to  consider  setting  up  an 
economic  council  for  the  private  sector,  to  foster 
furti  er  cooperation. 


1 


h- 


SOURCE:  Si  PR  I,  Oil  and  Security,  Appendix  5,  pp.  116-117. 
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These  agreements  are  intended  to  secure  a certain  assured  supply  of 
oil  over  time,  paying  for  it  either  with  goods  or  by  investments  within 
the  producing  countries.  These  deals  have  been  severely  criticized  as 
breaking  the  post-war  internat iona I -free  trade  system-  as  well  as  for 
challenging  the  common  policy  sought  among  the  oil-consumers  by  the  United 
States  government  But  they  actually  are  less  of  a novelty  than  many 
assume.  Europe  has  always  had  policies  of  direct  cooperation  and  bilat- 
eral relations  with  raw  materials  producing  states,  especially  in  former 
colon.es.  Furthermore,  the  economic  impact  in  Europe  of  these  deals  seems 
limited.  All  depends  on  the  price  of  oil  at  which  the  deals  are  made  and 
on  the  quantities  of  oil  involved.  As  of  now,  the  price  seems  rather  high, 
or  is  still  subject  to  discussion,  while  the  quantities  have  usually  been 
le  t unspecified.  Finally  the  direct  impact  on  Europe's  exports  is  small. 

France  as  the  first  and  most  active  of  the  states  negotiating  bilat- 
erally with  the  OPEC  countries,  has  reached  agreements  with  Iran,  Libya 
and  Saudi  Arabia.  Italy  has  signed  an  agreement  with  Libya,  and  Britain 
and  Germany  with  Iran.  Japan  has  been  negotiating  with  Iraq,  Iran,  and 
also  has  exploration  and  Investments  in  Indonesia  and  Nigeria. 

The  bilateral  deals  are  of  two  kinds.  Some  are  short-term  barter 
deals,  where  agreement  on  price  and  the  quantities  of  oil  to  be  exchanged 
was  fairly  easy.  In  the  Br i t i sh- I ranian  agreement,  5 to  6 million  tons 
of  oil  were  exchanged  for  cement,  steel,  and  aluminium  at  an  oil  price 


Even  the  usual ’y  more  tolerant  oil  industry  journal.  The  Petroleum 
SS=!4*  ^ and  others  for  theiJ  Uer^nFT^f^nt 

ea  s.  jee  The  Penis  of  Bilateralism,"  March  1974.  The  industry's 

MoilTi  CiMr  *nou9h"bi  lateral  ism  contradicted  the  majors'  multina- 
t iona  i sm  and  could  have  dispensed  with  their  services. 
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of  $7. 50/barrel . In  the  Franco-Saudi-Arabia  deal,  Frar.e  is  to  get  30 
million  tons  of  oil  delivered  over  three  year1;  against  petrochemical 
equ i pment . 

The  other  kind  of  agreement  is  ong-term,  usually  for  10  to  20  years. 
These  remain  fairly  vague  with  respect  ♦■o  oi ' quantities  and  prices  and 
there  is  little  mention  of  specific  commercial  arrangements.  They  usually 
iivolve  ambitious  investments  in  the  oil  producing  countries,  but  the 
direct  impact  on  both  oil  producers  and  consumers  is  difficult  to  measure. 
The  Franco-L i byan  arrangement  was  a general  agreement  of  duration  or  the 
amount  or  price  of  the  oil  involved.  A ten-year  agreement  between  France 
and  Iran  involved  $A-5  billion  of  investment  in  Iran,  to  include  five 
nuclear  power  stations,  a joint  gas  I iquef ication  plant,  and  a petrochemi- 
cal complex.  It  did  not  howeve, , provide  for  th»  supply  of  specific 
quantities  cf  oil  to  France.  French  oil  companies  will  have  access  to 
new  exploration  fields  in  Iran. 

.Vance's  bilateral  politics  notwithstanding,  it  is  ironically  the 
United  States  which  so  far  has  advanced  the  most  effective  techniques  vf 
unilateral  ver t i ca 1 i sm.  Geography  and  history  make  special  supply  arrange 
ments  within  the  Western  Hemisphere  particularly  reasonable  for  the  U.S. 
but  the  Saudi -American  deal  suggests  that  in  championing  bilateralism  as 
well  as  multilateralism,  the  United  States  was  not  hesitant  to  enter  com- 
petitive relationships  with  its  OECD  partners  as  it  selected  suppliers 
even  in  the  Eastern  Hemisphere.  It  is,  however,  not  in  the  regional  ambi- 
tion nor  in  its  tendency  for  overshooting  that  the  United  Stales  surpasses 
Europe  and  Japan,  but  in  the  sophistication  with  wnich  it  moved  to  try  to 
play  the  game  of  vertical  Interdependence. 
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It  was  not  lost  on  America's  leaders  that  linkages,  being  normal 
off-shoots  of  politicized  interdependencies,  endow  the  U.S.  with  ideal 
comparative  advantages,  for  years  the  U.S.  has  had  to  practice  consider- 
able self-restraint  in  not  moving  aggressively  by  establishing  linkage 
strategies  across  the  board.  But  OAPEC's  oil  weapon,  currently  tying 
the  economics  of  oil  to  Middle  Eastern  politics,  provides  the  U.S.  with 
a perfect  pretext  to  strike  its  own  linkages.  The  idea  of  manipulating 
related  issues  is  only  natural  in  instances  of  lopsided  interdependencies. 
Instead  of  making  i nter- f unct iona I Herculean  efforts  to  redress  the  sym- 
metry of  interdependence,  it  is  always  easier  to  link,  cultivate,  and 
manipulate  other  types  of  dependencies  which  by  their  opposite  direction 
of  asymmetry  would  compensate  for  the  rest.  And  if  aggrand i zement  and 
the  gain  of  even  more  influence  is  contemplated  by  linkage  strategists, 
then  asymmetries  need  not  only  be  balanced,  but  even  reversed  to  the  dis- 
advantage of  one's  partners. 

Three  such  issue  areas  readily  come  to  mind:  money,  food,  and  arms, 

first,  it  dawned  on  many  energy  and  money  planners  that,  as  far  as  a 
store  of  value  for  OPEC  investments  was  concerned,  the  West  and  the 
United  States  virtually  hold  it  hostage.  Recycling  the  petrodollars,  pro- 
tecting their  value  against  Inflation,  managing  the  oil  producers'  direct 
and  portfolio  Investments,  all  the  functions  which  can  be  performed  only 
with  Western  assistance,  are  exposing  OPEC's  savings  to  potential  manipu- 
lations of  one  kind  or  another.  Second,  closely  related  to  their  advanced 
industrialized  economies  was  the  fact  that  modern  agricultural  production 
was  virtually  monopolized  by  a handful  of  developed  countr ies--the  U.S., 
Canada,  and  Australia  and  the  countries  of  Western  Europe.  At  the  same  time 
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clear  monopoly  |n  the  hands  of  a few  ma i 

Jor  ° ~ imPort  I ng  countries- 
e other,  a fantastic  opportunity  for  prlce-r'a  1 
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Table  7-2 

MIDDLE  EAST  AND  NORTH  AFRICAN  OIL  PRODUCING  CDun FR I Ec  HOLDINGS 
OF  U.S.  GOVERNMENT  OBLIGATIONS,  DEC.  1 973-NDV.  1 97^4 
(MILLIONS  OF  DOLLARS) 


APR. 30, 
197^ 

SEPT. 30. 
>97*4 

CHANGE 
DEC. 31 ,1973 
TO  NOV. 30, 
1974 

MIDDLE  EAST 

81.2 

130.14 

136.7 

1,415.9 

2.D48.2 

1 ,967.0 

NORTH  AFRICA 

231.0 

233-3 

584.0 

587.5 

431.5 

2CQ.5 

.K  n " -- 

BAHRAIN,  IRAN,  IRAQ,  KUWAIT,  OMAN,  QATAR,  SAUDI  ARABIA,  SYRIA,  AND  UNITED 
ARAB  EMIRATES. 


ALGERIA,  EGYPT,  AND  LIBYA. 

SOURCE:  HOUSE  OF  REPRESENTATIVES  SUBCOMMITTEE  ON  THE  NEAR  EAST  AND  SOUTH 

ASIA,  "THE  PERSIAN  GULF,  1 97^4 : MONEY,  POLITICS,  ARMS,  AND  POWER," 
1975. 

Locking  at  the  broader  picture  of  the  external  spread  of  Middle  East  finan- 
cial surplu'.es,  as  shown  in  Tat'c  7-3.  it  is  clear  that  even  without  offi- 
cial ‘nducement,  financial  hostages  of  second-order  manipulabi I i ty  are 
building  up  in  the  West  OPEC's  total  reserves,  as  shown  in  Table  7.4, reached 
$ 46 . 9 billion  by  January  1975. 

Table  7-3 

DISPOSITION  OF  OPEC  SURPLUS  - 197*4 
HELD  IN  EUROPEAN  CUP.TCNCIES  AND  INVESTMENTS  . . $20  BILLION 


INVESTED  IN  U.S $12 

LOANS  TO  OTHER  GOVERNMENTS $ID 

INVESTED  IN  UNITED  KINGDOM  $8 

INVESTED  IN  WORLD  BANK,  OTHER 

INTERNATIONAL  FINANCIAL  AGENCIES  $8 

OTHER  INVESTMENTS  ...  $3 


SOURCE:  BANK  OF  BRUSSELS,  CITED  IN  THE  U.S.  NEWS  £ WORLD 

REPORT,  DECEMBER  16,  1974. 


1 


TOTAL  RESERVES  OF  OPEC  COUNTRIES,  1973-1975 
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Simi lar  spectacular  proqress  wa,  • 

was  made  tightening  food  interde- 
pendence around  OPEC,  making  the  cartel',  m k 

9 tCl  5 "embers  substantially  m0re 

'^Port-dependent  on  food  than  before.  |n  | *7L 

n '97^>  exports  of  U.S.  farm 
products  to  OPEC  countries  reached  $|  56  biM. 

51.56  b.'hon,  more  than  double  the 
>/Z]  mi||,on  recorded  in  1971  c 

3 d f'Ve  t'™S  tht  '**  '«»■  (see  Table  7.5) 
agricultural  imports  from  all  sources  ikn  • 

. increased  dramatically,  as 

- Tabi° ^ «•»*"-- .Co, 

'0n'n  W (With°Ut  inflation),  a percent  Increase 

oU.S.  share  f rom  22  ,o  ab0o,  » percent.  * Tahie  7.;  Hips, rates 

the  trend  reversal  since  1971  and  nprr.c 

OPEC  s grown,  food-dependence  on  the 

United  tates. 


J oh  n B.  P 3 r*  L r 1 c * * 1 1 c • » •*  1 1 

'5»''  in  U.S.  department  of'4ricol  irer'’'FoX,>-r‘Snt0  °PtC  Doubled  in 

the  United  States  March  lqK9  Cl.'i  fpreign  Agricultural  Trade  f 

^rrent  dollar  terms.  ’ 6,-«-  barker's  flgures  aTVaTFTF 
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Table  7-5 


U.S.  AGRICULTURAL  EXPORTS  TO  OPEC  COUNTRIES. 

mmL  'JiSdh. 


COUNTRY 

1968 

1969 

1970 

1971 

1972 

1973 

197A 

— MILLION  DOLLARS  — 

IRAN 

12.9 

12.6 

30.5 

59.6 

76.0 

108.9 

5A3.2 

IRAQ 

1.3 

1.8 

1.7 

6.3 

1 .6 

32. A 

11A.8 

KUWAIT 

7. 1 

3.6 

A . 0 

A. 9 

A. 6 

8.7 

21.3 

SAUDI  ARABIA 

25.8 

26.  A 

27.6 

23.7 

32.8 

65.5 

1 10.0 

GULF  SHEIKDOMS 

2.0 

1.6 

1.6 

l.A 

2.0 

5.8 

11. A 

LIBYA 

3.5 

A.  A 

5.7 

5.2 

3.9 

6. A 

26.0 

ALGERIA 

22.7 

27.0 

18.7 

17.7 

AO.O 

71.2 

170.5 

NIGERIA 

15.6 

18.9 

29.6 

31. A 

22.6 

A0.9 

82.3 

INDONESIA 

93.  A 

95.7 

132.7 

98.5 

13A.0 

188.8 

101.2 

VENEZUELA 

90.7 

90.9 

93.1 

108.5 

137.1 

159.7 

323.3 

ECUADOR 

12.5 

11.1 

13.5 

18.5 

21.0 

30.7 

56.7 

TOTAL  OPEC 

287.5 

29A.0 

363.7 

375-7 

A75.6 

719.0 

1,551.7 

SOURCE:  BUREAU  OF  THE  CENSUS,  U.S.  DEPARTMENT  OF  COMMERCE,  CITED  IN 

PARKER,  "U.S.  AGRICULTURAL  EXPORTS  TO  OPEC." 
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Table  7.6 


ESTIMATED  TOTAL  AGRICULTURAL  IMPORTS  BY  OPEC  COUNTRIES, 
BY  VALUE,  ANNUAL  1968-74 


COUNTRY 

1968 

1969 

1970 

1971 

1972 

1973 

1974 

--  MILLION  DOLLARS  -- 

IRAN 

131.6 

98.2 

133.3 

2 46.  1 

309.8 

444.5 

800.0 

IRAQ 

85.9 

89. 1 

98.4 

218.9 

157.4 

251 . 1 

570.0 

KUWAIT 

103.0 

99.2 

109.7 

120. 1 

147.5 

171.8 

245.0 

SAUDI  ARABIA 

147.6 

185.4 

186.2 

225.0 

294.8 

379-4 

570.0 

GULF  SHEIKDOMS 

70.0 

20.0 

84.0 

97.0 

117.0 

158.0 

210.0 

LIBYA 

88.8 

99-9 

125.6 

160.5 

171.8 

321.6 

375.0 

ALGERIA 

168. 9 

191.3 

162.1 

297.8 

340.0 

375.0 

479.0 

NIGERIA 

M8. 7 

88.4 

90.3 

124.3 

171.3 

213.5 

275.9 

INDONESIA 

295.0 

240.0 

273.0 

301.0 

460.0 

700.0 

680.0 

VENEZUELA 

173.8 

173.3 

171.8 

179-6 

277.4 

295.5 

540.0 

ECUADOR 

21.4 

20.0 

19-9 

26.  1 

28.9 

36.9 

95.0 

TOTAL  OPEC 

1,364.7 

1 ,364.8 

1 ,454.3 

1,996.4 

2,435.9 

3,347.3 

4,839.9 

SOURCE:  PARKER,  "U.S.  AGRICULTURAL  EXPORTS  TO  OPEC." 
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Th"  outlook  for  OPEC's  food  dependence  seems  promising  indeed.  U.S. 
farm  exports  to  OPEC  countries  are  expected  to  increase  by  about  $500  to 
$675  mi  1 1 i on  in  1975.  'his  estimate  includes  the  following  expected 
gains:  Iran,  up  $300  million  to  $835  million  (or  56  percent);  lraq--up 

$70  million  to  $185  million  (up  61  percent);  OPEC-Arabian  Pen i nsula--up 
$80  million  to  $222  million  (up  56  percent);  Algeria--up  $80  million  to 
$250  million  (up  97  percent).  Thus,  Mid-East  OPEC  members,  the  first  to 
rock  the  interdependence  boat,  is  now  becoming  increasingly  dependent  on 
food  imports,  at  least  until  local  agricultural  development  projects 
show  results  in  the  late  1970's. 

It  is  in  the  transfer  of  arms,  however,  that  even  more  impressive 

gains  were  scored  in  the  game  of  interpenetration. 

"Nowhere  Is  the  boom  in  arms  sales  more  apparent  than  in  the 
Persian  Gulf.  There  is  very  little  on  the  outer  reaches  of 
military  technology  that  is  not  coming  into  this  area. ...With 
oil  profits  exceeding  $56  billion  last  year,  the  nations  of 
the  Gulf  have  plunged  into  what  may  well  become  the  most  ex- 
pensive and  competitive  arms  race  in  history."* 

Iran  has  spent  $7-6  billion  in  the  U.S.  alone  acquiring  an  Impressive 

arsenal  whose  most  outstanding  quality  is  the  high  cost  of  its  particular 

weapon  systems.  (Eighty  F-I^s  would  soon  be  added  to  Iran's  air  fleet 

of  60  F-5s,  200  F-l*s,  with  200  more  on  order,  and  1000  helicopters.  Iran's 

army  has  3000  armored  vehicles,  including  800  Chieftan  tanks;  the  navy 

includes  A0  destroyers,  frigates  and  hovercrafts,  and  6 fast  Spruance- 

class  destroyers  on  order.)  To  what  extent  the  arms  race  is  indigenously 


"The  Arms  Dealers:  Guns  for  All,"  Time  Magazine  cover  story, 

March  3.  1975-  For  detailed  Information  about  Western  arms  transfers  to 
OPEC,  see  SIPRI's  World  Armaments  and  Disarmament-- 1974  as  we  1 1 as  MSS' 
Military  Balance,  1 9 7^*~  1 975  and  Strategic  Survey  1973,  published  in 
London  in  1 97^*- 
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caused  or  externally  induced,  is  somewhat  blurred.  Time  Magazine 
cont i nues , 

"Saudi  Arabia... has  likewise  turned  to  the  U.S.  for  arms 
and  found  some  sympathetic  ears.  The  Pentagon  has  advised 
the  Saudis  that  they  should  substantially  expand  their 
armed  forces  over  the  next  decade  by  adding  a mechanized 
brigade,  at  least  one  tank  battalion,  an  air  force  wing, 
attack  helicopters  and  coastal-defense  vessels.  'I  do  not 
know  of  anything  non-nuclear  we  would  not  provide  the  Saudis,1 
says  a U.S.  military  official  In  Jeddah.  'We  want  to  sell, 
and  they  want  to  buy. 

Seldom  has  the  true  face  of  international  Interdependence  been  better 
phrased.  With  American  arms  dealers  competing  with  French,  British,  and 
Swedish,  It  is  indeed  to  the  credit  of  American  salesmanship  that  Iran, 

Its  prize  client.  Is  by  far  the  world's  major  arms  Importer  and  Saudi 
Arabia,  with  a $756  million,  60  F~5s  deal,  probably  now  occupies  the 
third  place  as  an  American  customer. 

Indeed,  between  1973  and  197**  all  ol  1 -export lng  countries  increased 
their  military  purchases.  As  shown  on  Table  7-8  quoting  Department  of 
Defense  figures,  exports  authorized  to  the  Persian  Gulf  area  Increased 
rrxjre  than  ten-fold  In  the  span  of  one  year  alone,  from  $68  million  In  1973 
to  $7^8  million  in  197*t.  Such  a fantastic  increase,  one  would  assume, 
should  have  gone  a long  way  toward  offsetting  Western  Import-dependence 
and  Increasing  tne  producers'  export  dependence.  But  this,  as  can  be  seen 
in  Table  7*9»has  not  been  the  case.  While  Iran  has  Indeed  sustained  an 
Increase  In  tk«  percentage  of  the  GNP  It  had  to  allocate  to  defense  expen- 
ditures, from  9-3  percent  In  1973  to  13-3  percent  In  197**,  Saudi  Arabia 
had  a sharp  decline  In  hers,  from  21.8  percent  in  >973  to  only  5.7  percent 
the  next  year.  Thus,  although  In  absolute  terms  Saudi  Arabia's  dependence 


on  defense  Imports  from  the  U.S.  quadrupled  in  the  post-embargo  year  in 
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,e'atiV'  "™S'  US  def'"SC  import -dependence  dropped  to  one-fourth  fr™ 

“hat  " b"n  th'  «"*"*>■  Is  doubtful,  therefore, 

whether  In  the  cese  of  the  oi  i-exporting  countries  large  arms  transfers 

UStifi<  terms  of  po,lticai  ieverage  or  as  an  effective  strat- 
egy of  interdependence. 


Tabie  7.9 


DEFENSE  EXPENDI TURES  in  middle  CST  oil  COONTHrs, 


ALGERIA 

BAHRAIN 

IRAQ 

IRAN 

KUWA I T 

LIBYA 

OMAN 

QATAR 

SAUDI  ARABIA 
U.A.E. 


DEFENSE  EXPENDITURE 
($  BILLION) 

197*1  1973 


PER  CAPITA 


0. *♦()*♦ 
0.008 
0.803 
5.328 
0.162 
0.i»02 
0.169 
0.023 
1.808 
0.  no 


0.376 

n.a. 

0H67 

2.097 

n.a. 

0.  H5 
n.a. 
n.a. 
i .**78 


PERCENT  OF  GNP 


*♦.5 

n.a. 

9.** 

9-3 

n.a. 

2.8 

n.a. 

n.a. 

21.8 


S°URCE:  gaa^gFEigii^^  AN0  THE  fliasajai' 

rbe  united  States,  unilaterally  and  in  competition  with  other  indus- 
trialized oi, -importing  countries,  has  thus  thrown  a three-pronged  offen- 
sive of  potential  linkages  order  to  capture  the  OPEC  nations  and  hook 
them  into  a multi-functional  web  of  interdependencies.  The  assumption 
behind  such  a campaign  is  that  In  so  doing  the  U.S.  will  be  making  the 
Oil-producing  countries  more  and  more  dependent  on  American  arms,  agri- 
cultural products,  and  financial  markets  with  the  net  effect  of  counter- 


I 
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balancing  U.S.  dependence  on  OPEC  oil.  Whether  this  assumption  is  cor- 
rect and  how  likely  it  is  to  work  is  a different  story  altogether. 

It  seems  that  only  in  the  general  sense  of  ameliorating  trade  and 
political  ties  could  these  initiatives  be  possibly  construed  as  useful. 

As  tools  of  influence,  the  potential  linkage  strategies  are  not  likely 
to  be  cost/effective  in  enhancing  the  future  security  of  American  energy 
supplies.  In  the  first  place,  these  economic  transactions  are  just  as 
constrained  by  the  counterproductive  nature  of  politicized  trade  and 
economic  warfare  as  the  oil  weapon  has  proven  to  be  (see  discussion  in 
Chapter  5)-  In  effect,  they  appear  to  be  even  more  limited.  It  is  un- 
likely, F0r  example,  that  the  U.S.  will  be  willing  to  inflict  extensive 
collaterd  damage  in  using  a food  weapon  as  OAPEC  has  during  the  I973"7* ** 
embargo.  V Secondly,  the  scope  and  structure  of  the  expected  transactions 
will  not  lead  to  as  high  a degree  of  inelasticity,  monopolization,  and 
unsubstitutability  as  oil  has  been  for  the  short  run.  The  oil  producers 
will  not  experience  high  i mpor t - dependence  when  measured  by  their  capa- 
bility to  forfeit  these  imports.  Furthermore,  with  the  money  accruing 
tc  them,  the  oil  producers  will  be  in  a position  to  retrieve  embargoed 


*The  food  weapon  has  bee’i  seriously  considered  in  various  forums. 
See,  for  example.  "Data  and  Analysis  Concerning  the  Possibility  of  a U.S. 
Food  Embargo  as  a Response  to  the  Present  Arab  Oil  Boycott,"  prepared  for 
the  Foreign  Affairs  Commit.ee  by  the  Foreign  Affairs  Division,  Congres- 
s Iona  I Research  Service,  Library  of  Congress,  filed  as  House  Report  93” 
67i+ , 1973.  A more  enthusiastic  elaboration  on  this  option  is  William 
Schneider's  "Can  We  Avert  Economic  Warfare  in  Raw  Materials?  - U.S.  Agri- 
culture as  a Blue  Chip,"  Agenda,  published  by  National  Strategy  Informa- 

tion Center,  Inc.,  197**. 
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supplies  in  alternative  world  markets.'  in  short,  the  ability  to  manipu- 
late the  policies  of  the  recipient  countries  would  be  no  more  effective 
than  previous  instances  of  economic  sanctions  anc  warfare.  Consequently, 
aii  three  linkage  strategies  offer  little  by  way  of  politically  instru- 
mental utility.  Th*i r costs,  on  the  other  hand,  are  far  from  negligible. 
It  is  feand  that  even  a hint  of  an  inclination  to  threaten  OPEC's  depos- 
its in  the  Wtst  with  confiscation  would  backfire  and  undermine  the  recyc- 
ling effort.  Hence,  a threat  of  a last  resort  option  without  the  possi- 
bility of  waivirg  it  as  a deterrent. 


Least  satisfying  of  all  is  t he  supply  of  arms.  Not  only  would  that 
action  come  at  the  expense  of  the  direct  military  option  and  diminish  its 
credibility,  hut  it  could  prove  to  be  counterr.roducti ve  in  the  more  inme- 
diate  sense  of  destabilizing  an  crea  where  regional  instability  has  been 
the  most  frequent  cause  of  past  supply  disruptions.  J.B.  Kelly,  a noted 
Arabist,  surtmar i zed  well  the  overall  benefits  vertical  cooperation  of 
the  sort  practiced: 

"...the  policy  of  the  iruijor  Western  powers  at  the  present  time 
is  solely  directed  towards  endeavoring  to  soak  up  as  much  as 
possible  of  the  excessive,  oil  revenues  now  accruing  to  the 
Gulf  states  by  inducing  them  to  establish  elaborate  industrial 
complexes  in  their  countries,  by  selling  them  inordinately  large 
quantities  of  arms,  and  by  dangling  before  them  the  allurements 
of  financial  Investment  in  the  West.  None  of  these  measures 

* -* _____ 
The  large  OPEC  price  jump  caused  a tripling  in  the  delivered  cost 
of  imported  crude  oil.  In  I97**»  the  oil  importing  countries  had  to  pay 
$75  billion  more  for  the  oil  they  bought.  The  short-term  futility  of 
the  attempt  to  finance  such  deficits  through  higher  exports  to  OPEC  in 
the  hope  of  offsetting  the  widened  imbalance  between  Importers  and  ex- 
porters can  be  learned  from  the  fact  that  in  spite  of  the  rush  to  bilat- 
eralism, barter  deals  and  export  drives,  less  than  10  percent  of  the  19"/** 
deficit  was  financed  by  higher  exports  to  OPEC.  The  remainder  was 
financed  through  borrowing  on  international  capital  markets,  from  Inter- 
national Institutions,  or  from  the  oi 1 -export i ng  countries. 
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will  banish  the  incubus  of  economic  disaster  'oom:ng  over  the 
Western  w°r|d  and  Japan.  Even  if  both  shores  of  the  Gulf  were 

factor  es  a^  hPetr°*ChemiCal  p,ants’  dry  docks  and  cement 
utories,  and  the  armies  of  Arabia  and  Persia  were  to  be 

eIisranHSuCaeSar'c  le9ionS*  huqe  surplus  funds  would  still 
tin  — E-ope  and  Japan  would  still  be  trapped 

m a financial  quicksand. 

^estern  Policy.  ^ short,  seems  destined  to  com- 
pound the  dangers  it  is  intended  to  avert,  and  nowhere  is 
this  more  evident  than  in  the  indiscriminate  arming  of  the 
major  and  minor  Gulf  states.  When  it  is  r»,-aii^ 
the  second  World  War  a tight  control  was  exercised  over'the 
shipment  o'  even  small  arms  into  the  Gulf  (major  weapons 
being  automat i ca 1 1 y excluded),  the  present  spectacle  afforded 

5 aSiwa.**  w&sSSS. 

ed  b/  Western  governments  for  the  sale  of  large  quantities  of 
advanced  weapons  to  the  Gulf  states,  viz.  that  if  they  refuse 
o so,  other  powers  stand  ready  to  meet  the  demand  not  onlv 
is  undeserving  of  an  answer  but  it  also  is  unworthy  of  those 

SiT^dY  t!'e  PC°ples  the*  ^resent.  To  arm  Saudi 
Arabia  and  Iran  on  the  scale  now  in  force  or  in  prospect  is  m 

invite  disorder  in  the  Gulf.  The  two  are  natural  rivals  what* 

in  preservlna6^  '"“Y’  |ntereSt  of  the,r  respective  regimes 
lln.Y  2 ^^h.cal  rule.  Both  are  expansionist  by  in- 
full thramhdf'radlt'2n’  and  thC  Present  Shah  exhibits  to  the 
the  ambitions  and  pretensions  characteristic  of  so  many 

ran,.„  rulers  in  the  past.  If  these  two  states  are  tempted 
in  he  near  future  to  embark  upon  military  adventures  they 

P ace  the^  equi  librium  in  the  Guif  a'd* 

place  their  own  regimes  in  jeopardy." 


* 


A 


Horizontal  Cooperation  and  Hu  1 1 i la te ra  I i sm 

ll  is  hardly  surprising  that,  among  all  protagonists  In  the  world 
oil  game,  the  United  States  should  be  most  consistent  In  its  advocacy 
ot  free  trade  and  multilateralism.  Such  a policy  is  not  only  in  line 
with  the  liberal  outlook  which  has  dominated  American  foreign  policy 
Planning  since  World  War  I I , but  also  reflects  the  reality  that  multi- 


S 11  

"Saudi  ^rat,ia  an(j  the  Gulf  States," 


mimeo. , July  | 97^ . 
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lateralis™  has  represented  American  hegemony  and  influence.  After  all, 

""  "aj0r  *-•»„,  In  the  old  multilateral 

system  and  the  norms  governing  world  trade  benefited  the  United  States. 

So  long  as  such  an  open  system  i mp I i ed  Amer , can-6r i , i sh  control  of  the 

system  through  their  companies,  no  additional  Internationa,  organisation 

ary.  The  creation  of  OPEC,  however,  turned  everything  upside 

*~n,  with  power  shifting  from  the  Connies  to  OPf  C . hence  outside  the 

on vent lona I OECO  framework.  Inevitablv  ,l  . 

inevitably,  then,  the  American  position 

developed  into  a formula  for  wha,  was  to  a^unt  to  the  position  ,ha,  the 

0n,V  r'P,V  0PEC'S  °f  —s'  collective  bargaining  can  be 

a consumers'  organisation  which  will  bargain  collectively  on  behalf  of 
Its  members.  The  rationale  is  simpie  enough:  if  th,  sy!t(„ 

ted  bv  unilateral  cooperation  among  exporters,  stability  could  be 

tor.d  by  the  creation  of  a countervailing  power  In  which  the  importers 
would  emulate  the  producers'  example. 

The  foremost  option  Is  to  attest  to  break  the  exporters'  cartel. 
Tb.s  op„o„  looks  attractive  and  feasible  to  economists  who  favor  free 
trade  and  reallte  that  carte,  dynamics  are  essentially  unstable.  Before 
the  1973  crisis  this  option  encountered  resistance  from  several  inter- 
ested parties.  The  oil  Industry  feared  the  Implication  that  It  will 
have  to  withdraw  from  the  production  stage  of  and  lose  Its  cherished 
vertical  Integration.  Government  officials  disliked  the  tension  Implicit 

5UCh  3 P°"C'''  tho''9h  " — onl»  economic . Advocates  of  horl- 
eonta,  cooperation,  on  the  other  hand,  ed  t,a,  th.lr  WOu,d 

result  in  similar  negation  of  OPFru  i , 

9 °f  °PEC  S power  necessitating  tactics 

which  smack  of  trust-busting.  But  to  critics 

to  critics  of  a concerted  policy  by 
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co„su~rs.  eve,  horizontal  oooparation  appears  to  he  a preset, pt.on  tor 

conf  rontat ion  with  OPEC.  OPEC  — r.  and  so™  ...  execo.Wes  see 

things  this  -y.  To  them,  OPEC's  existence  is  neither  ephemera,  nor 

i i iegi timate  hat  shoaid  he  accepted.  St.  „ , horizonta,  interdependence 

transcends  the  nyre  formation  of  a coanter-OPEC  organization.  The 

moderate  approach  along  these  lines  emphas.zes  a rr.ultH  ,de  of  ac 

a n pyamoie  of  such  a plat- 

that  need  be  taken  by  consumers  m uniso  . ^ 

form  is  waiter  Levy's  proposal  for  "An  At l ant i c- Japanese  Energy  Pol.cy. 

Ten  broad  categories  are  developed,  according  to  Levy's  concept. 

Develop  a program  f°r  ^j^o/ energy f demand  and  supply, 

2.  Develop  new  energy  so^rc*®  ’ through ' a jo  inf 

energy  from  unconvent  Iona 1 sources,  tnroug 

research  program, 
sources . 

4.  Establish  broad  terms  ies  from 

contracts,  concessions,  and  so  on. 

r_ r c fnrkoi 1 I HQ • f3t  » 

5.  Set  up  a contingency  sys  e between  ail  members  to 

sp.c,f,c 

country  emergency. 

6.  Set  up  a joint  and  coord 

into  all  methods  of  conser  nuclear-fueled  shipping, 

research  on  battery-powered  cars,  nuclear 
savings  In  motor  car  transFOrtat . and 

‘waiter  Levy,  "An  Ener9V  P°"CV'  PO,USL” 

No.  11,  Summer,  1973.  PP-  I8li-I85- 
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8'  of^M  “st5'  ’ and  the  bMence-of- payments  effects 

of  o!  1 Imports  of  member  countries  and  of  developing 

ifUn!c«sSarynd  ***  UP  3 Pr°gram  for  suPP°rt  a"d  adjustment 

9.  Review  the  government  revenues  of  major  oil-producing 

fl^str'!nHani  thtl'  lmPaCt  °n  WC>r,d  trade*  wor,d  ^pfta! 
flows,  and  short-term  money  markets,  and  set  up  a program 

of  financial  cooperation  if  necessary. 

1°.  Review  the  dependency  of  Middle  East  producing  countries 

t^i^nfT^5  f-°T  thC  fre*  wor,d's  o'l-importing  coun- 
t ies  of  Industrial  and  agricultural  goods,  and  military 

AssesTi^it^t'of^r1  |;nOW‘how«  s^PPing  and  services, 
the  '9^  ?f.  thJs  the  mutual  interdependence  and 

“ that  ml9ht*be  available  to  cope  with  an  oil  or 
financial  emergency. 

Although  Levy's  program  is  couched  in  highly  general  and  mode, ate 
terms,  it  represents  an  ambitious  platform  of  horizontal  interdependence. 
Its  ambitiousness  lies  in  the  assumption  that  the  traits  shared  by 
Importers  are  sufficient  to  bring  them  together  into  comprehensive 
planning  of  the  sort  Levy  envisions.  This  program  also  suggests,  of 
course,  the  establishment  of  a central  organization  with  authority 
vis-a-vis  Importers  not  unlike  that  which  CPEC  has  vis-a-vis  exporters. 
This  International  Energy  Council,  however,  would  still  be  predominantly 
a consumers ' organization,  for  the  policy  of  horizontal  interdependence 
Levy  recommends  is  aimed  a*  preventing  two  kinds  of  situations.  First, 


^ — — 

After  the  price  explosion,  W.  Levy  articulated  an  even  more  uraent 
S t °LVertlCa  cooperation.  In  the  July  197**  issue  of  Foreign 
~;;r,V.'n  an  arVc,e  e"titied  "World  Oil  Co-operation  or  liuernft  Iona  1 
’ ^e,C°"J*"ded  that  the  ^ • na  nc I a 1 burden  forced  upon  the  rest  of 
nf  w r y 0PEE  cannot  be  solved  without  government- imposed  programs 
of  energy  austerity  and  wide-ranging  international  cooperat  lon^nwng  the 
oil-importing  countries.  Interestingly,  although  Levy's  JatlSnlTTfoJ 
vertical  cooperation  shifted  from  preoccupation  with  the  security  of 
energy  supply  to  ts  finance,  his  prognosis  has  remained  the  sa^  (See 
also  Austerity  Plus  Co-operation,"  The  Petroleum  Economist.  August  1974. ) 
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a disequi i ibrated  system  with  weakened  companies  and  OPEC  hegemony  over 
oil  and  money  markets;  and  second  (and  more  alarming  to  Levy),  a system 
m which  OPEC  plays  the  divide  et.  i mpe ra  tactic  by  picking  off  one 
importing  country  after  another.  In  other  words,  Levy's  argument  for 
consumers'  cooperation  rests  on  his  rejection  of  the  antithetical 
approach--that  of  vertical  interdependence.  Expectediy,  Levy's  pro- 
posal was  rejected  as  soon  as  it  was  presented  by  a strange  coalition 
of  appeasers  which  included  Japanese  and  French  administrators,  top 
Exxon  executives  and,  of  course--0PEC  officials. 

The  "October  Revolution"  changed  many  minds;  so  when  in  December 
1973,  Secretary  Kissinger  proposed  that  the  industrialized  na  ions  of 
the  world  establish  an  energy  action  group  mui t i iateraliy  to  develop  an 
action  program,  none  of  the  thirteen  major  oi I - i mport ing  countries  failed 
to  show  up  in  Washington  three  months  later-though  not  without  paying 
due  lip  service  beforehand  to  the  ultimate  need  "for  a consultative 
relationship  between  producers  and  consumers."  The  invitation  was 
original ly  extended  to  six  West  European  countries  (France,  West  Germany, 
Italy,  the  Netherlands,  Norway  and  Britain)  as  well  as  to  Canada  and 
Japan;  later  the  group  was  enlarged  to  include  ail  nine  members  of  the 
EEC,  and  the  Secretary  General  of  the  OECD  was  also  invited  to  the 
February  meeting.  The  atmosphere  of  the  Washington  Conference  was  far 
from  harmonious.  The  U.S.  advanced  a platform  not  dissimilar  to  Levy's 
old  At  Ian t ic- Japanese  idea.  France,  not  hesitating  to  take  another  free 
ride  on  the  new  collective  good  of  oil  security,  ied  the  opposition  by 
arguing  against  the  institutionalization  of  the  consumers'  group.  The 
main  points  agreed  by  the  twelve  nations,  notwithstanding  France's 


HI-2239-RR 


307 


reservations,  provided  for  the  following:*  First,  the  establishment  of 
a high-level  group  to  deal  with  all  facets  of  the  world  energy  situation 
and  to  coordinate  the  work  of  existing  institutions  such  as  the  OtCD,  the 
World  Bank  and  the  IMF;  two,  cooperation  in  restraining  demand,  allocating 
oil  supplies  in  emergencies,  diversifying  energy  supplies  and  accelerating 
energy  R&D,  third,  cooperation  in  dealing  with  monetary  and  economic  prob- 
lems; and  fourth,  the  development  of  a ccxiperative  multi iaterai  relation- 
ship with  the  producing  countries  and  other  consumers. 

With  a hint  of  the  familiar  political  sagacity  of  shutting  the  barn 
door  after  the  horse  had  escaped,  the  Energy  Coordinating  Group's  most 
immediate  task  came  to  be  that  of  planning  for  cooperation  during  emerg- 
\ encies.  In  the  past,  cooperation  during  oil  crises  did  not  work  smoothly, 

I particularly  because  It  is  precisely  under  such  conditiors  that  both  cen- 

trifugal and  centripetal  forces  are  strengthened,  usually  the  former. 

During  the  1956  Suez  crisis,  it  will  be  recalled,  the  European  members  of 
the  OEEC  established  an  emergency  system  under  its  oil  conmittee  which 
effectively  allocated  the  reduced  supply  of  oil.  The  United  States  did 
not  belong  to  the  OEEC  but  provided  essential  support  with  the  oil-lift 
calling  on  reserve  shut-in  capacity  to  help  meet  European  needs.  In  1967, 
the  OECD  Oil  Committee  requested  the  oil  companies  to  adjust  these  tanker 
movements  to  avoid  shortages.  This  action  was  taken  with  considerable 
reluctance  on  the  part  of  some  European  governments  which  already  began 
developing  the  fear  that  any  joint  ac.ion  might  offend  the  Arabs. 

*The  position  of  individual  countries  during  the  Conference,  as  well 
as  the  official  texts  of  the  final  communique  can  be  found  in  SiPRi's 
Oil  and  Security  (New  York:  Humanities  Press,  1971*),  pp.  30-37  and 

Appendix  7. 
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The  Arab  embargo  was  defeated,  therefore,  not  because  of  judicious 
Western  crisis  management  but  because  of  Arab  mismanagement  which  led 
to  a short-lived  and  Ineffective  boycott  with  no  need  to  invoke  the 
emergency  allocation  system/  The  strains  in  Western  cooperation  came 
into  the  open  during  the  I973-71*  embargo.  The  OECD  European  members 
proved  unable  to  agree  on  activating  the  existing  emergency  allocation 
system.  Joint  consumers'  management  thus  deteriorated,  primarily  because 
of  improvements  In  OAPEC's  capability  to  apply  an  embargo,  which  failed 
technically  but  effectively  sowed  dissension  within  the  European  Commu- 
nity. In  what  probably  was  the  final  act  of  Its  traditional  role,  the 
multinational  oil  industry  undertook  to  perform  the  distributional  func- 
tion where  sovereign  governments  and  allies  failed. 

In  designing  the  emergency  oil-shartng  plan,  the  United  states 
emerged  again  as  the  pillar  of  the  new  consumers'  group  at  the  cost  of 
shouldering  the  main  burden,  as  It  had  In  other  international  organiza- 
tions and  alliances  in  which  It  sought  to  play  a dominant  role.  In  a 
reversal  of  a policy  which  hindered  such  cooperative  agreement  till 

then,  the  U.S.  agreed  to  share  Its  domestically-produced  oil  with  the 

A*  . . 

nations  of  the  ECG  in  the  event  of  future  emergencies,  and  with  this 
exercise  of  American  leadership,  the  door  was  opened  for  comprehensive 
cooperation  among  major  oil  consumers  on  oil  and  energy  supplies. 

The  urgent  security  need  for  an  oil -sharing  formula  led  to  the  estab- 
lishment  in  October  I97A  of  a new  autonomous  Internatiortal  organization, 

^Joseph  A.  Yager  and  Eleanor  B.  Steinberg  (eds.),  Energy  and  U.S. 
Forelqn  Policy  (Cambridge,  Mass.:  Ballinger  PubI  ishing  Coruany,  1971*)  , 

pp.  40 4-W7” 

**£nergy  Digest,  Vol.  IV,  No.  13,  August  16,  197**,  PP-  3-6. 
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the  International  Energy  Agency  (IEA)  with  a weighted-majority  voting 
system  reflecting  American  influence  and  allocation  of  burdens.  This 
new  agency  is  directed  by  a ministerial  level  governing  boaro ; below, 
there  is  a management  committee  of  senior  representatives;  then  four 
standing  groups  and  a secretariat  with  an  executive  director  appointed 
by  the  governing  board.  The  agency  is  set  up  within  the  framework  of 
the  24-nat ion  OECD  In  Paris.*  Of  the  four  standing  groups,  one  Is  to 
handle  the  plan's  emergency  oil  supply  functions;  the  second  i«  to 
develop  the  ongoing  Information  system  and  framework  for  oil  company 
consultations;  a third  is  for  long-term  energy  cooperation  among  the 
participants;  and  the  fourth  for  relations  with  producer  and  other  con- 
sumer states. 

Ths  quid-pro-quo  for  American  willingness  to  share  Its  Indigenous 
supply  was  expressed  In  the  voti.y  system.  The  combined  weight  for  the 
twelve  prospective  participants  totals  13&*  This  includes  three  "ge'i- 
eral"  votes  for  each,  and  100  "oil"  votes  spilt  In  proportion  to  each 
state's  o'  I consumption,  of  which  the  U.S.  has  50  and  Japari  15,  the 
next  largest.  Accordingly,  the  U.S.  has  1'6. 9 percent  of  the  voting 
veight;  the  eight  EEC  participants  aggregate  38.2  percent;  Japan  13.?; 
Canada  6.6;  and  Norway  just  under  3 percent.  Where  the  plan  calls  for 
binding  decisions  by  "majority"  it  requires  votes  of  six  countries  with 
60  percent  of  the  total  combined  voting  weight.  A "special  majority" 
decision  requires  nine  countries  with  60  percent  to  decic'e  on  certain  of 

For  a detailed  description  of  the  IEA  and  the  full  text  of  the 
Consumer  Nations'  Oil  Fact  see  the  Petroleum  intelligence  Weekly's 
special  supplement,  October  l**,  197^ 
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the  emergency  measures,  and  for  certain  others  It  requires  votes  of  ten 

countries,  regardless  of  vot I ng  wel ght . 

The  IEA  mission,  to  be  sure,  Is  purely  defensive.  Unlike  OPEC  it 
is  not  intended  to  alter  the  economic  environment,  least  of  ail  to 
deliver  an  ideological  onslaught  against  the  developing  countries.  The 
heart  of  the  program  is  a passive  readiness  on  the  part  of  members  of 
OECD  to  support  the  oil  security  of  the  group  as  a whole.  Taking  into 
consideration  the  fact  that  these  countries  are  economically,  politically 
and  strategically  highly  Interdependent,  the  linking  of  oil  security  was 
but  a natural  effort  to  close  ranks  in  the  face  of  a severe  securit> 
challenge.  Insofar  as  the  thrust  of  the  IEA  program  Is  to  negate  OAPEC's 
oil  weapon  and  political  leverage,  it  should  not  come  as  a surprise  that 
Arab  planners  saw  the  oil-sharing  agreement  with  alarm  and  called  the 

formbtion  of  the  IEA  a war-like  action. 

The  basic  components  of  the  IEA  contingency  plan  are:  (a)  ouild- 

up  of  emergency  reserve  stocks;  (b)  demand  restraint  in  event  of  an 
outside  oil  supply  shortage;  and  (c)  simultaneous  sharing  of  available 
supplies  which  all  participants  draw  down  emergency  stocks  at  about  the 
same  rate.  As  regards  the  first  component,  each  country  will  initially 
maintain  emergency  stocks  for  at  least  60  days*  consumption  with  no  net 
imports  based  on  the  level  of  consumption  in  the  previous  calendar  year. 
A decision  will  be  taken  by  July  1,  1975  to  determine  a date  for  increas 
ing  these  emergency  reserves  to  90  days.  Secondly,  demand  restraint  and 
allocation  will  be  automatically  triggered  should  supplies  to  any  one 
country  or  to  the  group  as  a whole  (i.e.,  for  both  contingencies  of  a 
gereral  or  a selective  embargo)  fail  by  7 percent  or  more  below  a "base 


HI-2239-RR 


31 1 


period"  comprising  the  most  recent  four  querters  with  a delay  of  one 
further  quarter  necessary  to  collect  Information.*  |„  such  an  event, 
each  participating  country  will  reduce  Its  total  domestic  consumption 
of  all  finished  products  by  a similar  percentage.  The  objective  is  that 
Whenever  cemand  restraint  Is  called  for-and  each  couhtry  Is  required 
to  have  contingency  plans  ready  at  all  time-all  available  supplies  wll 
be  simultaneously  shared  while  the  participants  draw  on  their  emergency- 
stocks  at  about  the  same  rate.  Thirdly,  with  a 12  percent  shortfall  In 
total  group  supplies,  each  country  will  curb  demand  by  10  percent,  while 
supplies  are  cut  by  50  percent  or  more,  further  emergency  measures 
Will  be  taken  by  special  majority  decisions. 

The  oil  sharing  agreement  has  a few  drawbacks  quite  apart  from  its 
less  than  certain  political  implementobl 1 1 ty  under  real  circumstances; 
the  most  dubious  Is  that  It  uncomplicates  OAPEC's  targeting  problems, 
that  Is,  OAPE C is  no  longer  faced  with  the  moral  and  political  task  of 
having  surgically  hi,  the  declared  targe,  l„  case  of  a selective  boy- 
cott. As  far  as  a boycott  plan  would  go,  a selective  embargo  would  be 
announced  and  remain  declaratory  only,  but  in  reality  "the  embargo  would 
have  to  be  applied  against  all  Industrial  countries,  friends  as  well  as 

f II** 

oes.  While  it  is  the  purpose  of  the  I EA  to  "collateralize"  the 


cept lon^that * the '?g7t-7k  Jer5'n'  35  th'  tri99er  is  Indicative  of  the  pel 

srr. : r-  ? ? z sres 

In  1973,  y tne  ae9ree  of  import-dependence  experienced 

for.;p;f;!p:!!^::,‘S%g:i.-r;;:  sx&i  x* the 
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shortfall,  OAPEC  planners  could  justifiably  argue  that  any  collateral 
damage  will  have  been  created  solely  by  the  embargoed  nations'  IEA  part- 
ners--at  their  own  risk.  Secondly,  the  United  States--the  more  likely 
target  for  a future  embargo--has  actually  increased  its  vulnerability  by 
exposing  Its  energy  economy  through  the  sharing  agreement.  Whereas,  .r, 
the  absence  of  such  an  agreement,  it  is  not  inconceivable  that  little  or 
no  damage  could  have  befallen  the  U.S.  in  case  of  an  embargo,  the  IEA 
agreement  makes  such  damage  certain.  Consequently,  with  less  American 
insulation  from  the  OAPEC  oil  weapon,  the  probability  of  further  manipulat- 
ing of  It  has  been  Increased  but  its  effect  i veness--decreased.  Thirdly, 
and  most  Importantly,  as  a defensive  measure  the  IEA  emergency  sharing 
agreement  could  cope  with  minor  to  medium  provocations  only.  Conserva- 
tion and  stock  management,  even  when  managed  under  ideal  conditions  of 
altruism  and  discipline  could  not  alleviate  large  shortfalls.  The  shar- 
ing agreement  will  not  be  able  to  handle  a supply  crisis  of  a greater 
order  of  magnitude  than  that  of  1 973“ ♦ OAPEC,  on  the  other  hand,  has 
the  capability  to  inflict  significant  greater  shortfalls.  Consequently, 
within  weeks  from  the  announcement  of  the  oll-sharlng  agreement,  the 
U.S.  was  again  the  first  to  move  to  close  the  vulnerability  loophole.  In 
a series  of  well-orchestrated  public  declarations,  the  American  President, 
Secretaries  of  State,  Defense,  and  Treasury  and  Congressional  leaders-- 
declared,  almost  as  a matter  of  fact,  chat  a "strangulation"  of  the 
Western  economies  would  be  casus  belli  as  far  as  the  United  States  is 
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concerned.  What  the  oll-sharlng  agreement  could  not  do,  sj  went  the 
message,  American  troops  will.  While  this  declaratory  policy  was  sub- 
ject to  much  misunderstanding  In  the  United  States,  it  was  perceived 
correct  I y-- though  not  without  anger- -where  It  was  intended  ir.  the  Arab 
world.  It  still  remains  to  be  seen  whether  either  defensive  mechanisms 
the  If  A sharing  program  and/or  the  American  military  warning  are  credible 
enough  to  deter  another  embargo,  and  failing  t!iat--to  successfully  negate 
its  Impact. 

The  possession  of  a few  defensive  measures  which  Include  the  use  of 
force  as  a last  resort  Is  not  the  most  reassuring  form  of  protection. 
Evidently,  the  security  of  energy  supplies  would  best  he  maintained  by 
the  long-term  elimination  of  vulnerabilities,  either  by  squarely  confront* 
Ing  the  OPEC  cartel  or  by  escaping  from  the  dependence  over  It.  It  is 


The  most  noteworthy  of  these  warnings  was  given  by  Secretary  Kissinger 
In  an  Interview  with  Business  Week,  January  13,  1975.  The  "strangulation" 
comment  should  not  be  confused  wi th  the  Intervention  debate  that  took  place 
simultaneously.  The  former  was  a careful  statement  designed  to  deter  mas- 
sive embargoes,  i.e.,  those  extending  beyond  the  IEA  capability  to  handle 
them.  The  latter  Is  a thought-provoking  debate  about  the  role  of  force 
In  settling  the  general  politico-economic  situation  surrounding  the  oil 
challenge.  For  support  of  that  Idea  see,  for  example,  Robert  W.  Tucker's 
"Oil:  The  Issue  of  American  Intervention"  In  the  January  Issue  and  his 

contributions  to  the  March  and  April,  1975  Issues  of  Commentary ; Edward 
Luttwak's  (writing  under  the  appropriate  pseudonym  of  Miles  Ignstus) 

"Seizing  Arab  Oil"  In  Harper's , March  1975;  and  Irving  Krlstol's,  "Where 
Have  All  the  Gunboats  Gone?",  written  as  an  editorial  during  the  1 973“ 7^* 
embargo,  The  Wall  Street  Journal,  December  13,  1973*  A consideration  of 
thr  force  options  Is  outside  the  scope  and  context  of  this  study,  suggest- 
ing perhaps  that  the  context  selected,  even  when  on  the  systemic  level, 
might  be  just  too  narrow  to  be  useful. 

k* 

Devoting  a great  deal  of  space  Is  the  "strangulation"  warning  and 
reactions  to  It,  the  Middle  cast  Economic  Survey,  the  leading  Arab  oil 
journal,  concluded  that  It  referred  to  contingencies  equal  or  worse  than 
the  1973*7**  embargo,  precisely  what  American  leaders  probably  meant. 

(See  the  Issues  from  January  10,  17  and  2*»,  1975.) 
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doubtful  whether  the  IEA  could  muster  the  degree  of  political  cohesion 
needed  for  a confrontation  with  OPEC  in  the  short-term.  In  effect,  there 
is  not  even  an  active  multilateral  strategy,  to  speak  of,  for  breaking 
the  cartel.  The  only  strategies  in  existence  are  passive  and  unilateral: 
either  to  take  no  act’on  at  all  so  as  to  let  the  cartel  tumble  under  its 
own  weight;  to  encourage  price-shaving  and  competition  among  its  members 
by  secretly  auctioning  off  Import  tickets;*  to  decouple  the  multinational 
oil  flrrs  from  OPEC  so  a to  force  the  oil  producers  Into  securing  mar- 
kets  for  their  own  products,  and  so  forth.  None  of  these  is  seriously 
contemplated  by  the  IEA.  It  Is  an  agency  designed  to  minimiz-  the  conse- 
quences of  the  symptoms  of  the  oil  challenge,  not  to  come  to  grips  with 

Its  cause. 

Multilateralism  In  energy  has  thus  been  probably  carried  to  Its 
practical  limits.  The  International  Energy  Agency,  In  all  fairness,  Is 
a remarkable  achievement.  So  are  the  technical  accomplishments  of  this 
body,  plans  for  energy  oil  sharing,  conservation,  a financial  safety  net 
and  energy  Investment  protection  through  domestic  minimum  price  policy. 

All  these  probably  exhaust  the  cooperative  potential  among  energy  con- 
sumers. The  major  consuming  nations  not  only  lack  a strategy  for  con- 
fronting the  source  of  their  troubles,  but  In  scheduling  a producer- 
consumer  conference  for  middle  1975,  the  IEA- Instead  of  searching  to 

*Thls  Is  M.  A.  Adelman's  favorite  cartel -busting  technique.  See 
M.A.  Adel  man  and  Toren  Frlls'  "Changing  Monopolies  and  European  Oil 
Supplies,"  Energy  Policy,  Vol.  2,  No.  ft,  December  197ft,  P-  290. 

**Thls , of  course,  Is  the  Church  Subcommittee's  specific  recommendation 
regarding  the  operation  of  the  multinational  oil  Industry. 
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anest  the  OPEC  chal  ienge-would  actually  be  legitimizing  the  cartel's 
"October  Revolution."* 


Fortunately,  for  the  consumer,  even  in  the  face  of  Western  appease- 
ment and  yearning  for  another  Teh.ran-llke  agreement,  the  producers  too 
are  operating  close  to  the  limits  of  their  cooperative  potential.  Con- 
vening for  the  first-ever  OPEC  summit  conference  in  Algiers,  subsequent 
to  the  formation  of  the  iEA,  the  producers  were  expected  to  consider  four 
fundamental  Issues:  (a)  programming  of  production;  (b)  pricing  of  oil 
In  terms  of  a basxet  of  currencies;  (c)  a total  embargo  on  oil  exports  If 
one  member  country  Is  attacked  by  a major  Industrial  power;  and  (d)  the 
establishment  of  an  OPEC  fund  for  support  of  member  states  facing  finan- 
cial difficulties  because  of  cutbacks  In  liftings.  None  of  these  objec- 
tives was  achieved.  Displaying  a range  of  widely  varying  positions,  the 
OPEC  members  were  unable  to  reach  agreement  on  these  fundamental  Issues 
and  settled  Ins.ead  for  a recon f Irma t Ion  of  the  general  principles  of 
cooperation  and  consolidation.**  The  theme,  of  course,  In  both  inter- 
national groupings,  is  interdependence,  but  the  underlying  realities 
are  that  despite  the  appearance  of  new  types  of  world  problems  and  new 
crystal., cations  on  the  world  scene,  nati.-o,,  tendencies  still  dominate 


Member  countries  of  the  IEA  want  their  preparations  to  look 
peaceful,  not  Ike  a glarlng-up  for  confrontation.  Thus  they  aren't 
Issuing  any  quick  reproaches  about  the  extra  billions  of  dollars  OPEC's 
tw  *St  Pt,,  dec,s,°ns  w,,t  tack  onto  the  consumer  countries'  oil  bills 

duce^b  IrwlMt™k‘,d?.0fath?.COn5“'"'rS'  '"'r9v  a9'"cy  t0“*rd  the  pro 
? ' , b lts  d'«llngs  With  non-member  France  easier..." 

The  Petroleum  Intel! Igence  Weekly . December  30,  1974. 
Wol.^olV^rcni.'Tw.0'  COn5Ult  gEHO-HIddl.  East  Honey. 
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Trilateral  Approach  "*  „ . Imperative  for  A 

of  North  Ame  ' ^rt.cal  cooperation  among  the  government 

orth  America,  West  Europe.  a„d  Japa„.  The  salient  ingredients  Tor 

such  a strategy  were  delineated:  the  estahr  k 

. establishment  of  an  energy  agency 

seat'd  “;,h  ,h'  “«  — inate  a strategy  Tor  emergencies  ,a 

IT'";  Pr°9ram>  Pla-  — ' conservat ion  assures.  and 

scheme);  coordination  of  the  intensification  of  efforts  to 
use  energy  more  efficiently;  a diversification  of  sources  of  supply  i„ 
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dependence  on  high-cost  oil.  Looking  k 
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years.  Even  for  the  interim,  the 

Council  on  Foreign  Relations  ^uy^e  CarJ^'f’  3 Senior  Fel>ow  with  the 
Konda  from  Japan.  y D Carmoy  from  France  and  Shinichi 
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report  asserts  that  the  U.S.  has  the  natural  resources,  the  technological 
capacity  and  presumably  the  political  will  to  become  virtually  self-suffi- 
cient In  energy  by  1985  and  to  remain  so.  Western  Europe's  dependence, 
contends  the  Commission,  may  be  reduced  In  the  next  decade  through  the 
development  of  North  Sea  oil  and  gas  and  the  pursuit  of  strict  and  con- 
sistent energy-use  policies,  but  it  is  "doubtful  that  dependence  on  exter- 
nal supplies  will  be  brought  below  **5  percent  for  the  European  nations 
belonging  to  OECD  by  l985."  Japan,  it  is  finally  noted,  will  remain  the 
most  vulnerable  of  all  Industrial  nations  with  about  75  percent  of  its 
requirements  being  imported. 

The  Trilateral  Commission's  position  is  in  the  best  tradition  of 
American  liberal  multilateralism.  it  does  not  rule  out  bilateral  con- 
tracts or  regional  approaches  so  long  as  they  do  not  tie  up  supplies,  bid 
up  prices,  or  reduce  the  potential  bargaining  power  of  ail  consumers.  It 
calls  for  close  consultation  on  broad  policies  in  the  Middle  East  but 
cautions  against  oil  and  gas  deals  with  the  Soviet  Union.  In  short,  It 
>s  a strategy  of  joint  OECO  cooperation  In  the  near  term  for  the  purpose 
of  OECD  relative  energy  independence  In  the  Icnn-term.  indeed,  as  will 
be  observed  in  the  next  chapter,  It  could  well  be  that  autarkic  movements 
more  than  the  cooperative  means  to  attain  them,  will  characterize  the 
world  energy  system  In  the  future. 


i 
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Chapter  VIII 

STRATEGIES  OF  INDEPENDENCE 

The  Autarkic  Option 

8etween  1970  and  1973  U.S.  Imports  of  crude  oil  and  products 
literally  doubled,  with  the  share  of  insecure  sources  growing  even  faster. 
That  trend,  as  shown  in  Diagram  0.1,  was  expected  to  last  for  the  rest  of 
the  century.  The  occurrence  of  a worldwide  oil  crisis  in  1 97 3 » observed 
in  Chapters  III  and  IV,  was  to  a considerable  degree  caused  by  this  sudden 
American  entry  into  an  already  di sequi 1 i brat i ng  oil  market.  Whether  the 
American  entry  precipitated  the  price  and  supply  crises  or  merely  exacer- 
bated them  Is  of  lesser  concern  at  this  point.  Nevertheless,  what  seems 
abundantly  clear  Is  that  a resolution  of  the  energy  crisis  depends  to  a 
large  degree  on  a voluntary  American  reversal  of  the  trend  that  charac- 
terized its  Import  curves  In  the  four  years  prior  to  the  crisis. 

It  is  in  the  nature  of  crises  that  they  mercilessly  bring  to  the 

fore  ard  expose  all  the  strains  which  have  affected  the  system,  revealing 

» 

conditions  which,  when  left  unchecked,  brought  about  a critical  state  of 

aftairs.  The  American  response  to  the  oil  crisis  was  quick.  President 

Nixon,  In  an  Energy  Message  on  November  7,  1973,  declared, 

"Let  us  set  as  our  national  goal,  In  the  spirit  of  Apollo 
and  with  the  determination  of  the  Manhattan  Project,  that  by 
the  end  of  this  decade,  we  will  have  developed  the  potential 
to  meet  our  own  energy  needs  without  depending  on  any  foreign 
energy  sources. 

"Let  us  pledge  that  by  1 580  under  Project  independence  we 
shall  be  able  to  meet  America's  energy  needs  from  America's 
own  energy  sources." 

Appeals  for  energy  self-sufficiency,  to  be  sure,  were  made  before. 
But  the  brutal  reality  of  an  Arab  embargo  underscored  the  extent  to  which 
the  U.S.  and  its  allies  were  vulnerable  to  oil  denial,  and  this  brought 
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Source:  "UNDERSTANDING  THE  'NATIONAL  ENERGY  DILEMMA',' 

JCAE,  1973,  REPRODUCED  IN  DR.  DIXY  LEE  RAY'S 
REPORT  TO  THE  PRESIDENT,  "THE  NATION'S  ENERGY 
FUTURE,"  I DECEMBER,  1973,  P-  45. 
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about  wide  public  support  for  such  a move.  The  realization  that  the  U.S. 
was  becoming  progressively  vulnerable  to  new  forms  of  external  pressure 
caused  the  Nixon  Administration  to  promulgate  total  self-sufficiency  by 
1980  as  a national  objective.  Preliminary  reports  were  hastily  submitted 
which,  as  illustrated  in  Diagram  8.2,  demonstrated  great  sense  of  purpose, 
urgency  and  confidence  and  the  impiementabl  ’ I ty  of  that  laudable  objective. 

- — Diagram  8.2 

SELF  SUFFICIENCY  BY  i960  THROUGH  CONSERVATION 
AND  EXPANDED  PRODUCTION 


IMPORT  REPLACEMENT 

(Million  Berrtlt/Dey  Oil  Equirmlent)  1973  I960 

Formerly  Projected  Import*  9.6  UA 

Contervotion  Sevinqi*  4.7 

Expended  Oomeetle  NonloioH  Production  1-9 

Expended  Oomeetic  Fowil  Production  9 J 


* Includet  both  oonierxetion  technique*  end  energy  reel  price  increeee*. 


SOURCE:  The  Nation's  Energy  Future,  U.S.  Atomic  Energy 

Commission,  WASH-12&1,  1 December  1 973 # P • ^6* 
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" t,,,!  Ad"'"istra"»"  ■ yr  to  produce  . blueprint  for  It,  ambit|ous 

goal,  and  whan  that  document  appaarad  It  became  clear  that  nothing  was 
loft  of  tha  sensa  of  urgency  exhibited  during  the  embargo.  The  Ford 
Administration  seemed  content  to  let  "market  forces"  accomplish  a fee, 
comparable  to  tha,  of  p-ltln,  a man  o„  the  moon.  The  diminution  of  public 
and  official  enthusiasm  for  self-sufficiency,  in  all  fairness,  had  to 

«o  with  the  fact  that  I,  took  ,1m.  for  the  implications  of  such  an  am- 
bitlous  program  to  sink  in.. 

By  1975,  tha  National  Petroleum  Council,  National  Academy  of  Engi- 
neering. Ford  Foundation,  Resources  for  the  Future,  and  MIT  reports  on 
U.S.  energy  dependence  Indicated  that  either  energy  Independence  was  un- 
desirable. too  costly,  or  would  reguire  a much  longer  time  than  eight  to 
ten  years  to  achieve.  Even  the  Federal  Energy  Administration’s  reports 
indicate  the,  relative  self-sufficiency  might  arrive  only  In  Such 

conservative  views  seemed  more  popular  after  the  OAPEC  embargo  was  ended. 

• he  reasonable  availability  of  expensive  ol  I and  gasoline  generated  com- 
piacency. 

Even  before  the  1973  Arab  embargo  was  Imposed,  the  United  States 
was  facing  serious  energy  problems  because  of  falling  domestic  production 
and  Insufficient  refining  facilities.  Bu,  the  effect  of  the  embargo  was 
to  highlight  the  Imperative  for  national  security  ,o  reverse  a drift  Into 
increasingly  more  dangerous  dependence  on  Eastern  Hemisphere  and  Arab  sources. 
President  Nixon's  reflexive  reaction  to  ,h.  embargo  was  understandable. 

Indeeu,  If  the  International  oil  crisis  was  caused  Inter  all,  by  . grmilng 
American  dependence  on  foreign  sources  competition  w„h  other  consuming 

Nouomb^  Wll.'n<ieP<!n,ien':e  t>K  f'ber.i  Energy  Administratis, 
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r^'  ,h"  3 °'  'hat  excessive  Import- 

SMrCh'"9  C0"PliCa"d  -"*  “ «•»  exporters 1 dependence 

a -duct, on  of  Importers'  dependence  ^ ^ ^ ^ ^ ^ 

wo-s.  0„e  obvious  strategy  ,o  cope  w,th  a f_tiona|  ^ ^ 

,S  10  d ^engage  from  ft  altogether. 

To  vorld  federalists  and  liberal  economists  alike,  the  idea  of  na- 

’'0nai  S'l,',U,nti"’CV  C°“'d  hC  *"«•—!  «>  •«  beyond  guestion  thtt 
- interna t iona I trade  in  oilhas  on, y exacerbated  re,ated  issues  „„h 

di srupt: ve  spillovers  rather  than  pacific  effects  Th 

w s.,..c  errects.  The  return  to  self- 

sufficiency  in  energy  would  no,  be  a loss  of  an  opportunity  ,0  further 

'n"5rate  ^ ^ «—i,r.  bu,  rather  a prudent 

avoidance  of  par,  of  that  comity  which  appears  less  hospitable  ,0 

P ,nC'P,eS  °f  tradC*  ln  fact-  in  a famous  debate  about  the  merits 
general  autarky,  John  Maynard  Keynes  argued  rather  persuasively  that 

-iona,  ^-sufficiency  and  not  the  expansion  of  trade  would  actually 

to  peace.  Ho  revisionist  economist  himself,  Keynes  was  suffi- 
ciently realistic  ,0  understand  tha,  only  on  the  surface  does  energy  inde- 
pendence (like  other  types  of  self-sufficiency,  appear  to  deny  mos t of  the 

economic  benefits  which  usua I ,y  accrue  from  free  trade  and  international 

exchanges.  Ye,  self-sufficiency  often  occurs,  either  naturally  or  by 
In  mos,  cases  of  deliberate  autarky,  the  main  objective  is  ,0 

aVO'd  - ~es  Obtaining  strategic 

Self  sufficiency  is  attempted  when  the  assumed  benefits  in  terms 
of  national  security  or  other  values  outweigh  the  economic  costs. 


summer  1933.  Y ^ Keynes*  National  Self-Sufficiency,"  Yale  Review. 
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It  has  been  observed  that  self-sufficiency  is  somewhat  costlier 
than  free  trade;  but,  once  such  externalities  as  the  costs  of  military 
protection  are  internalized,  free  trade  no  longer  seems  necessarily  supe- 
rior. In  fact,  in  the  case  of  energy,  an  economic  case  can  be  made  in 
support  of  autarky.  Basically,  although  U.S.  domestic  energy  supplies 
are  likely  to  be  costlier  than  imported  energy,  the  interrelated  disad- 
vantages connected  with  foreign  imports--such  as  baiance-of-payments  out- 
flows and  ensuing  strains  on  the  international  monetary  system — could 
provide  a strong  economic  justification  for  self-reliance.  The  net  effect 
may  well  be  that,  at  some  point,  the  nation  may  save  more  if  it  pays  a 
premium  to  develop  domestic  sources  than  it  would  by  puichasing  oil,  even 
in  the  cheapest  import  markets. 

Under  an  interdependent  posture,  access  to  reiiable  and  adequate 
sources  of  energy  is  becoming  the  sine  qua  non  of  security  for  highly 
industrialized  nations.  To  the  degree  that  the  United  States  does  not 
nave  control  over  the  sources  of  its  energy,  it  is  susceptible  to  those 
who  exercise  such  control.  To  the  extent  that  the  U.S.  needs  or  wants 
to  depend  on  foreign  sources,  It  must  be  prepared  to  pay  the  resulting 
political  and  economic  costs.  Furthermore,  dependence  on  imported  oil 
implies  severe  defense  problems  for  the  United  States.  To  rely  on  an 
Increasingly  fragi le  worldwide  distribution  system  wi thout  protecting 
that  system  might  expose  the  country  to  innumerable  pressures  and  risks. 

On  the  other  hand,  the  safeguarding  of  supplies  is  a considerable  mili- 
tary and  political  undertaking,  where  ha i f-measures  are  unlikely  to 
suffice. 
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In  the  Persian  Gulf  in  particular,  vulnerabilities  of  supply  are 
compounded  by  geostrategic  tensions  and  political  instability.  Yet  the 
Gulf  is  so  paramount  that,  even  if  the  U.S.  by  itself  were  to  be  self- 
sufficient  in  energy,  U.S.  security  commitments  to  Western  Europe  ana 
Japan,  and  America's  rivalry  with  the  Soviet  Union,  would  necessitate 
continuing  attention  to  American  interests  and  capabilities  in  the  Gulf 

J. 

area.  A U.S.  policy  of  oil  dependence  would  maFe  American  involvement 
even  more  imperative.  If  the  U.S.  does  not  wish  to  assume  such  an  active 
role,  it  must  develop  domestic  energy  resources  to  reduce  import  depen- 
dence to  minimal  levels,  and  encourage  its  allies  to  do  likewise.  Indeed, 
with  the  benefits  of  energy  independence  well  understood,  all  that  remains 
is  to  assess  costs  so  as  to  establish  its  net  desirability  and  then  to 
evaluate  its  feasibility  within  specified  time  frames. 

The  main  objection  to  Project  Independence  has  been  that  it  is  econom- 
ically inefficient.  A Brookings  Institution  paper  by  Hendrik  Houthakker 
estimates  the  cost  of  total  energy  self-sufficiency  for  the  U.S.  over  the 
next  20  years  at  $985  billion,  compared  with  a cost  of  $663  billion  in  con- 
tinuing to  rely  on  foreign  oil.  Spending  half  the  annual  difference  of  $ 1 6 

billion  over  a 20-year  period  would,  it  is  estimated,  cover  the  cost  of 

A A 

buying  and  storing  a four-year  supply  at  $6  a barrel.  Houthakker's  highly 
abstract  study  failed  to  internalize  the  softer  economic  and  political  costs 
associated  with  a policy  of  energy  dependence.  Free  trade,  it  will  be  re- 
called, has  historically  usually  been  conducted  under  the  u’.ose  protection 
of  strong  mercantilist  powers.  Uninterrupted  trade  prospered  under  the 


For  more  details  about  the  political,  military,  and  economic  consid- 
erations involved  see  the  House  Hearings  on  "Proposed  Expansion  of  U.S. 
Military  Facilities  in  the  Indian  Ocean,"  the  Subcommittee  on  the  Near 
East  and  South  Asia,  197^*- 

A A 

For  an  analysis  of  the  debate  on  Project  Independence,  see  The  Petro- 
1 eum  Econom  i st , April  197**. 
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Roman  Empire  and  the  Romans,  j st  as  19th  century  commerce  enjoyed  the 
global  reach  of  the  Royal  Navy.  The  first  two  post-war  decades  had  had 
the  world  energy  system  similarly  shielded  by  an  effective  Pax  Americana. 

The  crisis  of  energy  interdependence,  however,  has  much  to  do  with  the 
collapse  of  that  hegemony.  Has  Houthakker  Included  in  his  figures  the 
costs  needed  to  ma inta i n--or , in  fact,  revive--such  a hegemonlal  position 
for  the  next  two  decades?  For  instance,  even  the  direct  cumulative 
economic  costs  of  safeguarding  future  oil  supplies  and  sea-lanes  under 
a policy  of  free  trade  suggests  that  the  cost  gap  could  narrow  substantially. 

Nonetheless,  an  essential  part  of  evaluating  Project  Independence 
is  the  comparison  of  its  economic  costs  to  those  of  Import  dependency. 

In  part  cular,  large  balance  of  payments  deficits  arising  from  import 
costs  must  be  considered  in  terms  of  their  domestic  effects  and  their 
damage  to  America's  economic  and  political  interests  abroad.  These  costs 
can  have  a major  Impact  if  devaluation  of  the  dollar  Is  required,  leading 
to  higher  import  costs  and  greater  inflation,  and  ultimately  to  st.op-and- 
go  economic  policies  at  home.  The  costs  of  Importing  oil  must  then  be 
compared  to  the  resource  Investment  required  for  developing  domestic 
erergy  sources,  and  to  the  creation  of  potentially  Inflationary  demand 
for  scarce  materials,  equipment  or  skilled  manpower  in  energy-suppyl ng 
industries.  Domestic  investment  costs  may  nevertheless  seem  much  more 
palatable  when  compared  to  the  full  effects  of  importing  energy  supplies. 
Such  evaluation,  however,  lies  outside  the  scope  of  this  study. 

Still,  the  mere  fundamental  aspects  of  the  practicality  of  Improving 
the  nation's  energy  self-sufficiency  could  be  addressed.  There  are  at 
least  three  Inter-related  i ssues  of  feas i bi 1 i ty : resource  base  constraints. 
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time  constraints,  and  capital  costs  constraints, 
be  useful  to  discuss  in  more  specific  detail  the  p 
problems  and  costs,  and  the  possible  timetable  for 


Accordingly,  it  .could 
Ians,  some  of  the 
achiev  ng  selt- 


* 


suf  f i cency . 

The  U.S.  energy  resource  base  includes  vast  reserves  of  coal,  oil 
shale  and  uranium.  In  addition,  recent  higher  prices  for  oil  and  gas 
will  make  their  continued  development  and  production  economically  attrac- 
tive for  at  least  three  more  decades  If  not  much  longer.  Table  8.2 
attempts  to  summarize  much  of  the  current  U.S.  resource  data.  Note  the 
very  large  coal  and  oil  shale  resources  as  compared  with  petroleum.  Be- 
tween now  and  the  mid-1980s,  U.S.  energy  development  and  most  of  thj* 
thrust  toward  energy  independence  will  rest  on  the  continuing  utilization 
of  well-known  technologies  for  the  discovery  and  exploitation  of  energy 
resources.  The  major  problems  of  growth  in  energy  supply,  as  dictated 
by  need,  and  of  energy  conservation,  as  dictated  by  regulation  and  Drice 
impacts,  will  be  those  associated  with  large-scale  construction  programs. 
Thus,  engineering,  planning,  and  managerial  problems  will  dominate  the 
early  time  period.  For  the  new  techrologies  to  emerge  with  any  degree  of 


In  addition  to  the  FEA's  Project  Independence  report,  there  are  at 
least  four  other  studies  of  energy  self-sufficiency  for  the  U.S  , each 
attacking  the  problem  from  a different  angle.  For  the  economic  perspec- 
tive see  Energy  Self-Sufficiency  written  by  the  MIT  Energy  Laboratory 
Policy  Study  Group  and  published  by  the  American  Enterprise  Institute, 
Washington,  I971*-  A resources  perspective  Is  provided  by  Carl  J.  Andersor  , 
et_  aJL  , "An  Assessment  of  U.S.  Energy  Options  for  Project  Independence," 
Lawrence  Livermore  Laboratory,  University  of  California,  Livermore,  UCRL- 
51638,  September  I,  197^.  The  National  Academy  of  Engineering's  U.S. 

Energy  Prospects  (Washington,  D.C.,  1 971*)  analyzes  the  issues  from  an 
engineering  viewpoint.  Finally,  Richa  d S.  Greeley,  et^  aj_.  , from  the 
MITRE  Corporation  give  a brief  overview  in  their  "Energy  Self-Sufficiency — 
How  Much  and  How  Soon?,"  M7A-90,  September  1 97^ . As  of  thi^  writing,  there 
Is  no  study  of  the  International  politics  of  energy  autarky. 
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success  by  1985  or  1990,  i.e.  by  beino  more  environmentally  tolerable  and 
also  reduce  U.S.  dependence  on  increasingly  scarce  resources,  it  will  be 
necessary  for  the  country  to  accept  increasingly  larger  R&D  budgets  for 


energy. 


R&D  in  energy  conservation,  which  is  aimed  at  improving  the  efi iciency 
of  energy  utilization  in  residential  and  commercial  building  (illumination 
and  heat/cooling  applications),  and  in  industrial  equipment  and  processes, 
might  significantly  slow  the  rate  of  growth  of  energy  corsumption  by  the 
late  1970s.  Improved  technologies  for  secondary  and  tertiary  oil  production 
are  likely  to  raise  the  average  oil  recovery  fraction  from  32  percent  to 
over  40  percent  by  the  mid-1980s.  Moreover,  better  techniques  for  oil  and 
gas  resource  assessment  will  be  developed  and  these  should  improve  explora- 
tory drilling  for  oil  and  gas,  thereby  expanding  the  recoverable  oil  and 
gas  resource  base.  Technological  improvements  in  mining  are  likely  to  in- 
sure that  safe  longwall  techniques  become  widespread  by  the  late  1970s, 
leading  to  large  coal  productivity  increases.  Development  of  combined 
cycle  coal-burning  power  planTs  is  likely  to  pay  off  by  the  late  1970s. 

Low  BTU  gasification  of  coal  for  boiler  applications  might  be  commercially 
viable  by  the  late  1970s,  easing  the  burden  on  exploration  and  production 
of  natural  gas.  Development  of  flue  gas  desulfurization  technology  seems 
to  oe  progressing  so  that  by  the  late  1970s  utilities  may  be  able  to  burn 

it 

hi gh-sul tur  coal  directly  with  back-end  environmental  controls.  Hope- 
fully. Reactor  safety  research  during  the  next  3-5  years  should  resolve 

*See,  for  example,  Hudson  Institute's  Report  to  the  Office  of  Coal 
Research,  "Policy  Analysis  for  Coal  Development  at  a Wartime  Urgency  Level 
to  Meet  the  Goal s of  • Project  Independence',"  HI- 1931/2-RR,  4 February  1974. 
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many  of  the  seemingly  acute  problems  associated  with  emergency  core  cool- 
ing and  other  safety  systems.  Table  8.3  shows  the  currently  planned 
program  of  energy  research  and  development  for  the  next  five  years.  This 
program,  which  averages  some  $2  billion  per  year,  may  increase  to  twee 
this  amount  in  the  next  3"5  years. 

The  lion's  share  of  the  projected  5*year,  $’.  I billion  e .*rgy  R&D 
program  is  devoted  to  nuclear  fission  and  fusion.  The  latter  cannot  con- 
tribute significantly  to  U.S.  energy  supply  until  well  after  the  year  2000. 
Moreover,  the  bulk  of  fission  R&D  is  devoted  to  development  of  the  fast 
breeder  reactor.  Commercial  breeders  cannot  come  onstream  until  well 
after  1990.  Only  light-wat^r  reactors,  to  the  extent  that  they  reliably 
deliver  electricity,  can  contribute  to  the  U.S.  energy  supply  during  the 
next  two  decades.  The  $700  million  planned  for  energy  conservation  R&D 
is  well  spent,  since  conservation  is  the  area  which  will  have  the  Initial 
and  largest  impact  on  balancing  U.S.  energy  supply  and  demand.  The  $400 
million  planned  for  oil,  gas,  and  shale  R&D  during  I975“7S  is  probably 
too  little,  compared  with  the  large  sums  planned  for  fission  ard  fusion 
for  which  the  benefits  are  two  or  three  decades  off.  More  money  couid  be 
spent  on  resource  assessment,  so  that  the  U.S.  can  leorn  the  true  size  of 
Naval  Petroleum  Reserve  HU  in  Alaska  (alleged  to  hold  30-50  billion  bar- 
rels of  recoverable  crude),  and  of  Outer  Continental  Sheif  resources 
which  were  stiil  poorly  known  In  1 97£  R&D  on  secondary  and  tertiary  oil 

'The  evaluation  given  below  is  discussed  in  greater  detail  In  my 
"Toward  U.S.  Energy  Independence:  An  International  Perspective,"  Hl-1994- 

BN/2/2,  May  1974,  and  in  "Energy  Dependence/ I ndependence--The  U.S.  Possi- 
bilities" by  R.  Cnatz,  B.  Smernoff,  and  U.  Arad,  HI-2026-BN/2/2,  July  1974. 
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Table  8.3 

— FEDERAL  ENERGY  RESEARCH  AND  DEVELOPMENT  PROGRAM  | 97*4-1980 
(Millions  of  dollars;  iiscal  years)' 


Vogram  Area 

I • Conserve t i on 

2-  0 1,  gas , and  shale 

3.  Coal 

4.  Environmental  control 
>•  Nuclear  fission 

>.  Nuclear  fusion 
*.  Other 
a . So  I a r 
B.  Geothermal 
otal  di rect  energy  R&D 


Prog  mu  LuveflObl  iqa t i onT) 
_ 1975 


65.0 
19.  I 
1 6A . ** 
65.5 
530.5 
101 . I 

13.8 

10.9 
999.  I 


115.7 
M.8 
^26 . 7 

178.5 
72*1.7 

168.6 

50.0 
*t*t.  7 

I8IO.5 


SOURCE:  Executive  Office  of  the  President 
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production  techniques  can  also  add  more  funds,  primarily  for  subsidizing 
corporate  recovery  projects.  The  $2900  for  coal  ReD  seems  sized  correctly, 
except  that  distribution  in  the  coal  R6D  area  night  be  improved.  High  BTU 
coal  gasification  and  coal  liquefaction  art  getting  the  most  money,  yet 
probably  are  furthest  off  in  terms  of  showing  a return  for  R&D  investment. 
Certainly,  low  BTvl  gasification  for  boiler  applications  and  direct  combus- 
tion using  combined  cycles  warrant  much  more  attention  than  high  BTU  gasifi- 
cation and  liquefaction.  Moreover,  since  stack  gas  desulfurization  tech- 
nology has  not  yet  been  demonstrated  as  commercially  reliable,  R60  on  this 
Is  important,  and  could  accelerate  the  commi  rclal  availability  of  direct 
high-sulfur  coal  burning.  Last,  but  not  least,  if  the  U.S.  expects  to 
obtain  major  contributions  to  its  energy  supplies  from  solar  and  geothermal 
sources  by  1985,  these  areas  should  be  funded  at  much  higher  levels  than 
currently  planned  in  the  next  ten  years. 

Diagram  8.3  shows  the  NAE  task  force  estimates  '»r  U.S.  energy  supply 
and  demand  through  1 980.  A major  conservation  program,  mounted  In  1975,  Is 
assumed  to  achieve  savings  of  at  least  8.0  MBPD  by  1 985  as  shown  in  Table 
8.1*.  This  conservation  program  will  be  the  single  most  important  contrib- 
utor to  U.S.  energy  independence.  Table  8.5  estimates  the  cost  of  Imports. 

It  assumes  a successful  conservation  program.  Further,  If  Project  Inde- 
pendence is  successful,  the  above  import  costs  might  be  cut  in  half  (assum- 
ing the  continuation  of  high  prices).  Table  8.6  shows  one  possible  energy 
mix  for  the  United  States  in  1 985 - For  convenient  comparison,  the  1973 
energy  supply  is  included  below.  These  data  are  used  to  construct  Diagram 
o.R  which  shows  the  possibility  of  eliminating  Imports  by  I985.  To  achieve 
a position  of  energy  Independence  by  1 985 , at  least  the  following  will  be 
requ i red : 
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- A successful  fuel  conservation  program  which  reduces  demand 
by  7 to  8 MBPD  by  1 985- 

- A successful  nuclear  power  program.  This  is  a major 
industrial  task 

- Increased  production  of  oil  and  gas  in  the  lower  48 
states,  Alaska,  and  the  offshore  areas 

- A major  synthetic  fuel  industry,  providing  4 to  5 MBPD 
of  oil  and  gas  from  coal  and  oil  shale.  These  numbers 
are  larger  than  those  estimated  by  the  NAE.  They  have 
been  increased  to  provide  some  contingency  capability. 

A dramatic  increase  in  coal  product icn--at  least  double 
that  of  1973. 

Table  8.7  estimates  capital  requirements  for  the  period  1974-1985. 

A total  of  700  billion  dollars  is  needed. 
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Table  8. k 

ESTIMATED  1985  U.S.  ENERGY  DEMAND  REDUCTION 


Category 

MBPD  '• 

By  Conservation 

Industrial  conservation  measures 

1.5 

T ransportat ion 

Lower  speeds,  car  pooling 

1.0 

Airplane  load  factors 

0.3 

Space  heating  efficiency 

1.0 

By  Use  of  Energy-saving  Equipment 

Smaller,  more  efficient  cars 

2.0 

Other  transportation  savings 

1.  1 

Better  building  insulation 

1.1 

standards 

Residential  and  commercial 

o.i* 

equipment 

Industrial  process  efficiency 

1 .0 

Total  conservation  potentials 

3~r 

Less  15  percent  for  partial  overlap 

8.0 

To  achieve  the  indicated  demand  reductions,  the  physical 
requirements  would  be  the  following: 

- Convert  the  automobile  population  from  its  present  30:70 
ratio  of  small  to  large  cars  to  at  least  an  average  of 
50:50  by  1985.  This  will  require  the  production  of  75 
million  lightweight  automobiles  in  the  next  10  years. 

- Expand  mass  transportation  facilities  in  large  cities. 

- Ensure  that  construction  of  20  million  required  housing  units 
have  substantially  improved  insulation. 

- Make  industrial  processes  10  percent  less  energy-intensive,  on 

the  average. 

- Do  without  energy  through  economy  measures  and  more  efficient 
energy  space  heating  like  heat  pumps. 

Beyond  this  is  the  reduced  dependence  on  oil  through  greater  use  of 
coal  and  nuclear  fuel  sources.  In  10  years  the  pressure  on  petroleum 
fuel  can  be  reduced  substant ial ly , provided  barriers  to  direct  use  of 
coal  and  nuclear  fuel  for  electricity  are  removed. 
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Table  8.5 

AVERAGE  IMPORT  COSTS,  1975-1985 


Imports  in  the  period  1975  through  1985  increases 
from  7 MBPD  to  II  MBPD,  or  an  average  of  approxi- 
mately 8 MBPD 

If  costs  are  $A,  $7,  or  $11  per  barrel,  then  imports 
for  this  ten  year  period  are  (billions  of  dollars): 

S'*  $7  $11 

5117  $20*1  $320 
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Table  8.6 


POTENTIAL  1985  U.S.  ENERGY  PRODUCTION  <MBPD> 


Resource 

Energy  Form 

Produc  t i Of> 

Totals 

Coal : 

rnal  solids 

10.0 

11.7 

Pipeline  quality  SNG 

1 0 8 

Methanol 

1 0.} 

Synthetic  crude 

0.) 

Hedi um-Btu 

0.} 

Nuclear : 

Uran  i urn- P 1 ut on  i urn 

8.} 

8} 

Renewable: 

Hydroelectric 

1.5 

1.7 

Geothermal  and  all  other 

0.2 

Oil: 

Crude  oi l--acce lerated 

1.9 

12.5 

production  and  leasing 
Crude  oil- -add • t i ona 1 
known  fields 

0.2 

Crude  oi (--accelerated 

0.8 

. 

tertiary  recovery 
Crude  ol 1 - -dec  1 1 ne  in 

(6.0) 

1971  fields 

Crude  oi  l--production 

55 

from  new  field* 

Crude  oil  — 197}  production 

11.8 

Shale: 

Synthetic  crude 

0.5 

0.5 

Get : 

Natural  9a*- -accelerated 
production  and  leasing 

25 

U.5 

Natural  9a*-- low-per- 
meabl lity  sand* 

0.6 

Natural  gas--decline  In 
197}  fields 

(7.0) 

Mature  1 ges- -product  ion 
new  f i e 1 ds 

6.5 

Natural  gas-- 197}  produc- 

11.9 

t ion 

TOTAL 

69  2 

Source:  National  Academy  of  Engineering.  U.S.  Energy 

Prospects. 

197}  DONE STIC  ENERGY  SUPPLY 


Source 

— SPo 

Crude  oil  and  natural  gas 

10. 1 

1 iquids 

Natural  gas 

ii.9 

Coal  and  lignite 

6 8 

Hydroelectric 

1 .it 

Nuclear 

Oh 

Total 

30~5 

Source:  National  Academy  of  Engineering 

U.S.  Energy  Prospects. 
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Diagram  8.4 

POSSIBLE  U.S.  ENERGY  SUPPLY  AND  DEHAND,  1975-1985 


Source:  National  Academy  of  Engineering,  U.S.  Energy  Prospects. 
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Table  8.7 

"GUE  SST I MAT  L D“  U.S.  PRODUCTION  FAC  I L I TV  CAPITAL  REQUIREMENTS 
( 1 9 / ~ 1 3 8 r>  Incremental  Production) 


(Billion  $ ) 

OIL  AND  GAS 

160-200 

URANIUM 

1 l-1i* 

COAl 

SOLID 

1 8-2^ 

1 

SYNTHETICS 

16-22 

SHALE  OIL 

3-5 

POWER  SUPPLY 

NUCLEAR  GENERATION 

90-110 

FOSSIL  + RENEWABLE  GENERATION 

60-  70 

TRANSMISSION  + DISTRIBUTION 

135-165 

TOTAL  (ROUNDED) 

1*90-610 

Source:  National  Academy  of  Engineering,  U.S.  Energy  Prospects. 

The  above  capital  requirements  represent  the  amount  of  investment  (in 
1 9 73- * 97^  dollars)  necessary  to  provide  facilities  and  do  not  include 
money  required  for  working  capital,  dividend,  debt  service,  or  other 
financial  needs.  Government  RtD  programs  and  production  racilities 
(e.g,,  uranium  enrichment)  are  also  not  included. 

The  $500  to  $600  billion  for  in-place  facilities  will  require  about 
another  $100  billion  for  infrastructure  support.  $700  billion  would 
average  $60  billion  per  year  until  1985.  For  comparison: 

Current  investments  in  the  energy  industry  are 
about  $30  billion  per  year 

1970  industrial  plant  ana  equipment  investment 
for  all  purposes  was  about  $100  billion 
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In  his  January  1975  State  of  the  Union  message,  President  Ford 
finally  gave  his  Administration's  plan  for  relative  self-sufficiency. 


As  shown  on  Table  8.8,  fhe  Ford  program  calls  for  an  import-dependence 
ratio  of  some  20  percent  by  1 985 - So,  absolute  autarky  was  postponed 
even  with  a longer  time-horizon  than  that  President  Nixon  had  initially 
selected  This  Is  a far  cry  from  the  original  Intention  of  eliminating 
the  security  risks  associated  with  energy  dependence  through  complace 
autarky. 

Table  8.8 

EFFECTS  OF  U.S.  MID-TERM  PROGRAM  ON  ENERGY  DEPENDENCE 

(mi 


DEMAND  WITH  NO  NEW  ACTIONS 

23.9  MM8/D 

IMPORTS  WITH  NO  NEW  ACTIONS 

12.7  MMB/D 

LESS  SAVINGS  ACHIEVED  BY  FOLLOWING  ACTIONS: 

1985  IMPACT 
ON  IMPORTS  (MMB/D) 

OCS  LEASING 

1.5 

NPR-4  DEVELOPMENT 

2.0 

COAL  CONVERSION 

0.4 

SYNTHETIC  FUEL  COMMERCIALIZATION 

0.3 

AUTO  EFFICIENCY  STANDARDS 

1.0 

CONTINUATION  OF  TAXES 

2.  i 

APPLIANCE  EFFICIENCY  GOALS 

C.l 

INSULATION  TAX  CREDIT 

0.3 

THERMAL  STANDARDS 

0.3 

TOTAL  IMPORT  SAVINGS  BY  ACTIONS 

8.0 

REMAINING  IMPORTS 

4.7 

LESS: 

EMERGENCY  STORAGE 

3.0 

STANDBY  AUTHORITIES 

1.7 

NET  IMPORT  VULNERABILITY 

0 

Source:  The  Energy  Users  Report,  Supplement  No.  47,  January  23,  1975. 
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One  interesting  problem  area  relates  to  the  economic  impact  of  the 
implementation  of  Project  Independence.  In  particular,  will  expenditure 
of  the  $700  billion  needed  to  finance  new  domestic  energy  capacity  in  the 
coming  decade  contribute  to  what  appears  to  be  chronic  inflation?  Or 
wili  this  heavy  financing  requirement  act  to  brake  inflation  by  slowing 
the  rise  of  ene, gy  prices  ac  new  supplies  are  developed  and  create 
forces  in  OPEC  which  apply  downward  pressure  on  the  world  price  of  petro- 
leum? Moreover,  will  widespread  energy  conservation  measures  designed 
to  slow  energ/  growth  adversely  affect  economic  growth  which,  to  date, 
has  been  tightly  correlated  with  the  growth  of  energy  consumption?  Or 
might  reduced  energy  growth  become  an  indirect  policy  tool  for  combating 
inflation  by  slowing  economic  expansion? 

Although  the  near-term  economic  situation  is  quite  uncertain,  and 
the  domestic  political  scene  remains  unsettled,  the  mid-term  economic 
consequences  of  the  implementation  of  Project  Independence  might  be 
favorable.  While  the  short-term  economic  impact  of  the  energy  conserva- 
tion and  supply-enhancement  programs  planned  for  Project  Independence 
may  be  inflationary,  basic  economic  policy  for  coping  with  general  price 
inflation  must  be  formulated  and  implemented  before  inflation  can  be  i 

contrr'led  in  any  event.  In  other  words,  the  national  policy  of  energy 
independence  may  exacerbate  existing  price  inflation,  but  it  cannot  be 
deemed  responsible  for  the  bulk  of  inflation.  It  appears  the  short-term 
p.ice  of  incremental  inflation  due  to  efforts  to  free  the  U.S.  from  its 
growing  dependence  on  imported  oil  might  be  justified  by  the  potential 

I 

success  of  attaining  mid-term  U.S.  energy  self-sufficiency. 
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As  noted,  the  NPC , NAE , Ford  Foundation  and  HIT  reports  on  U.S. 
energy  Independence  Indicated  that  either  energy  Independence  Is  undesir- 
able, too  costly,  or  would  require  a much  longer  time  than  8-10  years  to 
achieve.  The  preliminary  reports  from  the  FEA's  Project  Independence  Task 
Forces  Indicate  that  relative  energy  Independence  might  arrive  In  1990. 

These  conservative  views  were  much  more  popular  after  the  OAPEC  embargo 
ended  and  Americans  began  again  to  enjoy  reasonable  supplies  of  expensive 
oil  and  gasoline.  However,  the  problems  that  the  oil  embargo  brought  out 
into  the  open  will  not  go  away.  These  problems  Included,  among  others,  a 
reduction  In  U.S.  oil  and  gas  production.  Increasing  delays  In  the  construc- 
tion and  reliable  operation  of  nuclear  and  fossil  fuel  electric  power,  the 
possibility  of  future  serious  financial  and  political  crises  In  the  U.S. 
and  elsewhere  caused  by  high  prices  of  imported  oil  and  gas. 

U.S.  policies  In  the  future  (next  3 to  5 years)  are  likely  to  be  In- 
fluenced by  fluctuations  In  world  oil  and  gas  prices  and  vice  versa.  Down- 
ward trends  should  tend  to  promote  policies  with  the  effect  of  delaying 
the  achievement  of  relative  Independence  In  energy,  and  the  emergence  of 
a viable  U.S.  synthetic  fuels  Industry  will  tend  to  Influence  policies 
(price  and  production)  In  exporting  nations. 

It  Is  arguable  that  the  U.S.  can  achieve  relative  energy  Independence 
by  1982-85.  The  U.S.  has  the  resources,  technology,  and  financial  and 
managerial  capability  to  do  the  job  In  this  time  period.  To  do  so  would 
require  taking  some  very  strong  and  politically  hazardous  positions.  To 
back  away  from  Project  Independence  would  risk  national  security.  In  any 
event,  world  pressures  on  resources  In  general  and  the  maintenance  of  high 
oil  prices  will  Impel  the  U.S.  to  drift  towards  energy  Independence.  A 
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"business-as-usual"  policy  could  lead  to  inergy  independence  in  the  mio- 
1990s.  Still,  or.e  more  OAPEC  embargo  (which  might  well  occur)  would  ^ush 
the  U.S.  into  the  earlier  1985  energy  i n iependence  posture.  The  emerging 
U.S.  energy  bureaucracy- • the  FEA,  ERDA,  and  DENR — wi 1 1 be  forced  to  con- 
sider  such  eventualities  and  to  plan  to  handle  them.  The  FEA  now  and  the 
others  when  and  if  they  are  organized,  should  exert  continuing  pressures 
for  U.S.  energy  independence. 

Sc,  for  the  next  20  years  or  so,  the  U.S.  will  be  forced  to  depend 
on  currently  known  resources  and  technology  in  order  to  achieve  energy 
independence.  Oil,  gas,  oil  shale,  nuclear  power,  and  the  increasing 
use  of  coal  as  fuel  and  as  a base  for  liquid  and  gaseous  fuels  will  domi- 
nate the  energy  industries.  The  technologies  required  to  exploit  these 
sources  are  all  at  least  ten  to  twenty  years  old.  By  the  1990s,  it  is 
certain  m-»ch  of  the  U.S.  energy  requirements  can  be  generated  using 
solar,  geothermal  and  advanced  nuclear  technologies,  if  the  government 
supports  a vigorous  and  well-funded  research  and  development  program. 

* * * 

Historically,  the  European  energy  economy  experienced  a radical  swing 
to  oil  as  the  primary  energy  source  during  the  1960s.  As  shown  in  Table 
8.9,  only  one  third  of  the  12  mbd-oi I equivalents  consumed  in  Europe  in 
I960  were  imported.  Thirteen  years  later,  however,  European  energy  consump- 
tion doubled  to  24  million  barrels  daily  of  oil  equivalent  in  1973,  almost 
two-thirds  of  which  was  imported.  In  little  more  than  a decade,  Europe 
became  addicted  to  cheap  oil  imports--most ly  from  Middle  East  oil  states— 
and  the  sharp  rise  of  oil  compensated  for  the  decline  of  coal  as  the  primary 
source  of  energy  on  the  Continent. 
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Table  8.9 

PROJECTED  EUROPEAN  energy  supply-  lils. 

(In  Percent) 


Total  Energy 


Oi |--Total 
I nd 1 genous 
Impor  ted 

&as--Tota 1 

Indigenous 

Imported 

Coal— Total 
Indigenous 
|mport*d 


— — T“ 

19&5 

i960 

1973 

Pre-1973 

Estimate 

Probable 

!00t 

(12)* 

1001 

(24)* 

loot 

(44)* 

loot 

(42)* 

33 

3 

30 

63 

2 

61 

63 

7 

56 

43 

26 

17 

2 

2 | 

9 

8 

1 

14 

11 

3 

30 

26 

4 

61 

57 

4 

26 

23 

3 

11 

8 

3 

16 

12 

4 

4 

3 

12 

9 

67 

33 

J4 

1 “ 

36 

64 

74 

26 

1/3 

u 

2/3 

1/4 

Optimistic 


loot 

(40)* 


15 


Primary  Electricity 

Total  Indigenous 

TO...  1 " 1 ...  I I ,/„  1 1/5 

Energy  Dependence 

~*Total  energy  d^and,  HBO  oii  equivalents.  Prospects. 

Source:  I960  data  from  ftll-  Development,  vJtT 

Organization  for  Economic  pe  Availability  of  Indigenous 

1.973;  other  data  from  Pete  Odell  ..1^,., 

y » Mor  Id  "ymposItfA. 

and  kew  HcterTIls,  P.rls.  June  W*- 

Before  the  Arab  C.  embargo  of  I973-7H,  convent, on..  Europe, 

planning  suggested  little  anxiety  concerning  the  high  level  of  eaergy  P 
dence  Implied  by  -•»<«  - rising  petroled  Imports.  The  discovery  an 

£ i rvriirrfid  3t  B fortUHBtC 
development  of  North  Sea  oil  and  gas  after  1970  occur 

since  the  uncertain  reliability  and  high  price  of  Imported 
time,  however,  since  the  uncena 


3^6 
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oil  prompted  serious  reconsideration  of  the  former  policy  of  European  oil 

* 

i mpor tat i on . 

A number  of  analyses  are  being  completed  addressing  the  possibility 
of  relative  energy  independence  in  Europe  during  the  next  ten  or  twenty 
years.  One  of  the  first  comprehensive  studies  of  the  potential  availabil- 
ity of  indigenous  energy  supplies  in  Western  Europe,  carried  out  by  Peter 
Odell  of  Erasmus  University.  Rotterdam,  indicated  Luropean  energy  depen- 
dency might  be  reduced  to  20-25  percent  by  ti'.e  mid-1980s  from  its  current 

j. 

level  of  about  65  percent.  Using  data  related  to  discovered  oi I and  gas 
resources  in  the  North  Sea,  Odell  arrives  at  the  figures  shown  in  Table  8. 
for  the  projected  surprise-free  European  energy  supply  in  1985. 

New  oil  and  gas  discoveries  continue  to  be  reported  freguently  fiom 
the  North  Sea,  and  the  outlook  for  North  Sea  energy  resources  surprise  even 
those  people  who  were  optimistic  early  in  the  game.  A comprehensive  report 
on  North  Sea  oil  production  and  profitability  by  Wood,  Mackenzie  and  Company, 
concludes  that  total  production  could  be  as  high  as  4 million  barrels  daily 

J.  X 

from  the  United  Kingdom  offshore  alone.  This  would  imply  that  the  UK 

might  be  a net  exporter  of  crude  oil  by  1 980 . 


In  the  past  few  years,  a portion  of  the  growth  of  European  oil  imports 
has  come  from  the  Soviet  Union.  By  the  mid-’980s,  perhaps  a much  as  20-25 
percent  of  imported  European  oil  ma * come  f'om  Soviet  pipelines. 

**Peter  Odell,  The  Availability  of  Indigenous  Energy  in  Western  Europe 
1973-98  with  Special  Reference  to  Oil  and  Natural  Gas,  prepared  for  the 
1st  World  Symposium,  Energy  and  Raw  Materials,  Paris,  June  1 97 ^ - 

wyy.  ju 

The  Petroleum  Economist,  July  197*1.  p.  252. 
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Diagram  8. 5 

POSSIBLE  FUTURE  OIL  OFF  TAKES--U.  K. 


Other  estimates,  such  as  that  of  Mr.  Nils  Gulnes,  senior  vice- 
president  of  Den  Norske  Credltbank  and  former  Deputy  Director  General 
of  the  Industry  Ministry  In  Oslo,  expect  that  oil  output  in  the  Norwegian 
sector  of  the  North  jea  will  rise  to  about  2 million  barrels  per  day  by 
1980.  Adding  the  Wood,  Mackenzie  and  Company  figure  of  3.5  million 
barrels  per  day  UK  output  for  I98O  suggests  a total  for  the  North  Sea 
of  5*5  million  barrels  per  day,  which  compares  favorably  with  an  optimis- 
tic estimate  of  6 million  barrels  per  day  by  i 982  worked  out  by  Professor 
Odell  (see  Oiagram  8.6). 


The  Petroleum  Economist,  January  197*»,  p.  15. 
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The  probable  reduction  of  European  energy  import  dependence  induced 
by  orderly  development  of  North  Sea  resources  Is  graphically  represented 
in  Dlaqrams  8.7  and  8.8.  By  the  mid-1980s.  North  Sea  energy  resource  devel- 
opment may  yield  $40-65  billion  annual  savings  in  terms  of  balance-of- 
payments  outflow,  relative  to  an  extrapolation  of  the  high-import  supply 
mix  estimated  before  1973-  Between  1974  and  1 985,  the  integrated  cos. 
of  continued  high  import  dependence  is  $300-500  billion  (depending  on 
the  price  of  oil  assumed).  These  large  sums  of  money,  If  partially  in- 
vested in  Indigenous  energy  resource  development  to  speed  up  the  pace  of 
North  Sea  oil  (and  coal  ) exploitation,  not  only  yield  energy  production 
capacity  but  also  support  domestic  economic  objectives  such  as  full  em- 
ployment and  price  inflation  control.  In  other  words,  more  jobs  and 
better  cost  control  would  result  from  increasing  the  pace  of  indigenous 
energy  resource  development  in  Europe. 

It  is  Interesting  to  consider  how  these  heartening  projections  of 
mid-term  North  Sea  oil  production  compare  with  a study  carried  out  by 
the  Commission  of  the  European  Communities  under  the  title.  Towards  a New 
Energy  Policy  Strategy  for  the  European  Community.**  The  heart  of  this 
study  consists  of  energy  policy  objectives  established  for  the  European 
Community  in  1985,  as  shown  in  Table  8.10.  Obviously,  these  figures  should 
not  be  regarded  as  firm  forecasts  but  rather  are  general  pointers  to 
st Imu late  wide-rang ing  discussion  about  ways  and  means  of  improving  the 
longer-term  supply  situation. 


Western  European  coal  reserves  are  approximately  10  percent  as  large 
as  U.S.  coal  reserves.  Odell  seems  unduly  pessimistic  concerning  European 
coal  production  during  the  next  decade,  particularly  since  the  high  price 
of  oil  has  made  coal  more  competitive. 

COM  (74)  550  final,  Brussels,  29  May  1974.  Also  see  The  Petroleum 
Economist , May  1974,  for  a summary  of  the  European  Commission  report. 
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Table  8 10 

A Summary  of  tha  objectives  of  an  Energy  Supply  Policy 
for  the  Community  in  1 98S 


Energy  demand 

1)  To  reduce  estimated  consumption  In  1 985  by  102  in  relation  to 
the  amount  initially  estimated  for  1985  by  the  more  efficient 
use  of  energy. 

2)  in  step  with  the  development  of  nuclear  energy,  to  incr.ase 
the  consumption  of  electricity,  *.hlch  should  in  1985  represent 
35*  of  energy  consumption  (25%  In  19/2). 


1)  To  limit  to  401  (63%  in  1973)  In  1985  '•■he  degree  of  Community 
dependence  for  energy  on  outside  sour-.es. 

2)  0i_[ 

To  limit  to  b0*  '60t  In  1973)  the  share  of  oil  in  the  overall 
energy  supply. 

To  limit  to  75%  (9ft  in  1973)  the  degree  of  dependence  on  outside 
sources  for  oil  supplies. 

This  implies  production  of  i 80  mtoe  In  the  Community. 

To  shift  the  emphasis  of  demand  as  a result,  in  particular  by 
reducing  consumption  of  heavy  fuel  oil  In  power  stations. 

3)  Solid  fuels 

To  maintain  the  absolute  ievei  of  current  production  (for  coal 
180  mtee  or  255  mtoe)  Increase  imports  (35  mtoe  in  1985),  to 
maintain  the  share  of  solid  fuel  in  the  overall  energy  supply 
at  more  than  152  (about  23*  in  1973) - 

To  shift  demand  In  power  stations  as  often  as  possible  towards 
coal,  and,  at  the  least,  wherever  nuclear  energy  cannot  be 
used  (i.e.  replacing  oil  products  and  natural  gas). 

1*)  Natural  gas 

To  make  extensive  use  of  this  source  of  energy,  the  share  of 
which  In  the  overall  supply  should  increase  from  about  22  in 
1973  to  25*  in  1985. 

This  wl 1 1 entai I : 

(1)  at  least  doubling  Community  production  (115  mtee  in  1973); 

(li)  for  the  most  part,  using  imports  from  a diversity  of  origins. 

In  respect  of  demand,  the  use  of  natural  gas  in  themai  power 
stations*and  perhaps  in  certain  industrles-shoul d be  discouraged. 

5)  Nuciear  Enorgy 

To  ensure  coverage  of  50*  of  electricity  needs  in  1985  by  nuciear 
energy  This  implies  an  instal'ed  capacity  of  at  least  200  GWe 
for  electricity  production  (♦  20GWe  for  other  uses). 

Source:  COM  (7b)  550  final,  Brussels,  29  May  197b. 
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In  conclusion,  Western  Europe  as  a collective  entitv  could  probably 
achieve  some  degree  of  relative  energy  independence  almost  as  rapidly 
as  the  United  States,  based  on  indigenous  oil  and  gas  resources  (and 
'icderate  expansion  of  nuclear  electric  power  generation  capacity).  Taking 
a slightly  more  pessimistic  view,  Europe  might  attain  relative  energy 
self-sufficiency  perhaps  no  later  than  five  years  or  so  after  the  U.S., 
other  things  being  roughly  equal  Coming  on  top  of  America’s  Project 
Independence,  this  cut  in  Europe's  oil  Imports  could  be  of  fundamental 
significance  for  the  world  petroleum  market  and  Its  security.  If  U.S. 
oil  imports  dry  up  in  the  1 980s , if  Japan  demonstrates  some  restraint, 
and  if  the  European  Community  Is  successful  in  carrying  out  the  new 
energy  policy  proposals,  OECD  oil  imports  In  l985  need  not  be  much  higher 
than  m 1970,  let  alone  1973-  in  that  case,  OPEC  countries  would  be  In 
a position  to  conserve  their  crude  oil  reserves  without  causing  Intolerable 
economic  and  political  difficulties  for  major  importing  countries. 

* * * 

While  the  possibility  of  U.S.  energy  self-sufficiency  by  the  mld- 
l9S0's  has  been  generally  recognized,  and  the  preliminary  case  for  mid- 
term European  energy  independence  has  been  sketched,  no  one  has  yet  been 
sufficiently  ambitious  to  discuss  the  chances  for  Japanese  energy  self- 
rehanec.  The  reasons  are  quite  apparent:  Japan  has  experienced  rapid 

economic  growth  during  the  past  two  decades,  and  most  of  this  growth  has 
been  fueled  by  imported  petroleum  and  metallurgical  coal.  Moreover,  Japan 
has  no  readily  available  Indigenous  energy  resources  comparable  to  Europe’s 
North  Sea  oil  and  gas  or  America’s  coal  and  uranium.  Conventional  atti- 
tudes toward  the  possibility  of  Japanese  energy  Independence  are  usually 
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based  on  the  long-term  development  of  nuclear  fusion  technology  and  solar 
energy,  so  that  the  timing  of  Japanese  energy  sel f-suf f ic iency-- i f it  is 
feasible  at  a 1 1 - - i s usually  placed  well  after  the  year  2000. 

From  the  outside  looking  in,  one  would  expect  most  thoughtful  Japanese 
observers  to  view  the  early  transition  from  acute  energy  dependency  toward 
relative  self-sufficiency  as  being  so  important  that  great  sacrifices  would 
be  justified  to  promote  technological  developments  and  industrial  capital 
expenditures  which  expedite  this  transition.  On  the  other  hand,  the 
numerous  competing  claims  on  Japanese  capital  and  human  resources  and 
the  countervailing  pressures  which  support  the  status  quo  of  petroleum 
and  coal  imports,  together  with  the  widespread  perception  on  the  part  of 
the  Japanese  that  an  early  transition  toward  energy  self-sufficiency  is 
unlikely,  suggest  that  formulation  of  a Japanese  policy  of  energy  indepen- 

dence-- I et  alone  timely  implementation  of  such  a hypothetical  policy-is 
not  highly  likely. 

According  to  the  most  recent  statistics,  oi'  accounted  for  three- 
quarters  (7M?)  of  Japanese  primary  energy  supply  in  fiscal  1972  (ending 
March  31,  1 973)  of  which  99.7*  was  imported.  The  rest  of  Japan's  energy 
supply  was  prov.ded  by  coal  (16.6?:,  of  which  two-thirds  is  imported), 
hydroelectric  power  (6.3?,),  natural  gas  (0.8?),  nuclear  energy  (0.7?), 
and  other  sources  (0.8?).*  The  high  rate  of  economic  growth  sustained 
since  the  m i d - 1 950 ' s has  caused  the  volume  of  energy  demanded  in  Japan 
to  outstrip  the  supply  capability  of  domestic  resources,  producing  the 
present  extremely  high  rate  of  petroleum  and  coal  import  dependence. 

During  the  decade  1965-1975,  as  the  Japanese  economy  expanded  at  an  annua  I 
rate  of  over  10?,  energy  demand  increased  at  the  high  rate  of  12?  per 

ft  « . mm.  . ....  , , 

Data  about  Japan's  energy  situation  was  privately  provided  by  the 
Tokyo  Institute  for  Energy  Economics. 
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year.  It  would  not  be  an  exaggeration  to  say  that  the  Japanese  economic 

miracle  would  not  have  occurred  If  Inexpensive  foreign  oil  and  coal  had 
been  available. 

The  seemingly  inevitable  petroleum  dependence  problem,  as  represented 
Tables  8.10  and  8.11,  has  prompted  the  central  theme  of  Japanese  Government 
energy  policy,  to  secure  and  maintain  the  economic  availability  of  oil 
supplies.  One  of  the  most  important  implications  of  this  policy  is  that, 
pol  t leal  1 y , Japan  will  do  little  or  nothing  to  offend  her  suppliers  of 
oil  (see  Table  8.12),  Japanese  diplomacy  in  the  Middle  East,  particularly 
since  the  Yom  Kippur  War,  reflected  this  politic!  Imperative  of  accom- 
modation to  the  wishes  of  key  Persian  Gulf  states.  Since  Japan  cannot  use 
military  force  to  guarantee  her  supply  of  imported  petroleum,  economic 
leverage  must  be  applied  In  "carrot  and  stick"  fashion  to  achieve  Japan's 
primary  energy  policy  objective.  Consequently,  oil  diplomacy  and  petro- 

politics  are  likely  to  dominate  the  Japanese  energy  scene  for  at  least 
another  1 5~ 2 0 years. 


f 
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Table  8. 10 

JAPAN'S  PRIMARY  ENERGY  SUPPLY.  1955-1971 


Hydro 

Nuclear 

Coal 

tones  tic 
Imported 
lignite 
Petroleum 
Domestic 
Imported 
Natural  Gas 
INC 

Charcoa  I 
FI  rewood 
Total 
fewest  Ic 
• ^ported 


1955 

I960 

i l*i 

JiZi* 

21.? 

15.3 

•1.3 

6.7 

* 

- 

0.0 

0.8 

*9.2 

41.5 

27.3 

17-5 

**.8 

34.4 

19.1 

6-3 

4.4 

7.1 

8.2 

11.2 

1 .0 

0.8 

0.' 

0.0 

20.2 

37.7 

58.4 

73.5 

0.8 

0.8 

0.4 

0.2 

19.6 

37.1 

58.0 

733 

0.4 

1.0 

1.2 

0.9 

* 

- 

- 

0.4 

2.8 

1. 1 

0.2 

0.0 

5.* 

2.8 

1.5 

0.4 

100.00 

100.0 

100.0 

100.0 

78.0 

55.8 

33.8 

15.1 

24.0 

4*. 2 

88.2 

84.9 

»>•  "»«ggien,  «at*r!als  and  Enarnv  » 


cMaja 
aTl  011 , 
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Table  8.11 


JAPAN'S  PRIMARY  ENERGY  SUPPLY  FORECAST,  1965-1985 


If 35  1970  1978  1980  1985  Supply  (hare*  o*  primary  energy  (%)  $ 


(actual) 

1985 

1970 

1975 

1980 

19M 

Electricity 

(10*  kWh) 

77 

85 

157 

314 

530 

113 

8 7 

1-3 

115 

14-7 

Hydro. 

(10*  kWh) 

77 

80 

95 

104 

136 

113 

63 

54 

36 

38 

Nucleer 

(10*  kWh) 

- 

5 

62 

210 

304 

— 

04 

33 

7 7 

104 

Coal 

(10*  kWh) 

73 

92 

83 

97 

110 

27  3 

20  7 

13  3 

10  9 

9-3 

Oomeitic 

(10*  torn) 

55 

41 

20 

20 

20 

19  1 

8 1 

29 

24 

15 

Import 

(10*  loriil 

18 

51 

63 

77 

90 

8 2 

12  6 

10-4 

89 

7-t 

Petroleum 

(crude  on  equivalent, 
10*  litrtt) 

102 

234 

379 

524 

671 

58  4 

708 

763 

73  7 

71-3 

(For  generating) 

(14) 

(44) 

(661 

(691 

(57) 

(7  5) 

(13-2) 

(13  3) 

. (9  7) 

(6-1) 

Natural  gas 

(10*  m*) 

2 

O 

4 

2 

2 

2 

12 

09 

0-4 

03 

02 

L N G 

(10*  MM) 
(101  5 teal) 

— 

1 

6 

It 

30 

- 

0-4 

1-7 

36 

4-5 

Total 

158 

310 

467 

sat 

SM 

100-0 

100-0 

1000 

1004 

1004 

Source:  Masao  Sakisaka,  "World  Enargy  Problems  and  Japan's  International 

Role,"  Energy  Policy,  September  1973,  p.  100. 


Table  8.12 


JAPANESE  PETROLEUM  IMPORTS 

BY  COUNTRY 

OF  ORIGIN, 

1972  AND  1973 

Fiscal 

FI  rst  Half 

1972 

Fiscal  1973 

1 ran 

37-^ 

32.9 

Saudi  Arabia 

16.7 

CO 

CO 

1 ndones 1 a 

13.8 

15.3 

Abu  Dhabi 

5.9 

9.5 

Kuwai t 

9.0 

7.6 

Neutrsl  Zone 

8.3 

5.5 

Brunei 

2.5 

3.1 

Oman 

2.9 

2.2 

N i ge  r 1 a 

1.7 

1.9 

Others,  Including  Iraq,  Dubai, 

USSR,  PRC, 

Venezuela, 

and  Libya,  are 

each  less  than  I percent  for  each  period. 


SOURCE:  INDUSTRIAL  BANK  OF  JAPAN. 
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Insofar  as  the  Japanese  energy  system  is  not  rigid,  it  responds  to 
various  economic,  technological,  and  political  forces  in  ways  which,  if 
not  always  predictable,  at  least  can  be  discussed  and  analyzed.  While  the 
core  ot  Jananese  energy  policy  can  be  described  as  happo-yabure , its 
periphery  is  filled  with  significant  movements  toward  energy  independence. 
In  effect,  Japan  is  gradually  attempting  to  redress  its  "Indefensible" 
energy  position  by,  for  example,  making  large  deals  for  liquefied 
natural  gas  (LNG)  from  Brunei,  Indonesia,  and  Alaska,  trying  to  establish 
a joint  uranium  enrichment  venture  in  Australia,  trying  to  accelerate  the 
Japanese  nuclear  energy  program  now  faced  with  growing  public  opposition 

similar  to  that  in  the  U.S.,  and  establishing  the  "Sunshine  Project"--a 
long-term  energy  research  and  development  program  set  up  by  the  Ministry 

of  International  Trade  and  Industry  (MITI)  to  promote  technologies  for 

utilizing  solar  energy,  geothermal  energy,  synthetic  natural  gas,  a vJ 

hydrogen . 

The  official  target  for  installed  nuclear  electric  power  generating 
capacity  by  1985  In  Japan  has  Increased  to  70-75  gigawatts  (thousand 
megawatts)  from  30  GWe  in  1967  and  60  GWe  in  1970.  But,  public  opposition 
to  nuclear  power  plants  is  growing  quite  strong,  as  exemplified  by  the 
history  of  Japan's  first  nuci ear- powered  ship,  the  Mutsu.  After  fishermen 
refused  for  two  years  to  permit  Mutsu  reactor  criticality  in  port,  she 
began  operation  hundreds  of  miles  offshore  only  to  experience  radiation 
leakage.  The  adverse  implications  of  the  Mutsu  fiasco  for  Japan's 

^"Nuclear  Vessel  Drifts  Off  Japan,"  The  New  York  Times,  September 

23.  1971*- 
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accelerating  nuclear  energy  program,  particularly  since  the  Government 
has  won  approval  for  only  two  nuclear  plants  out  of  nineteen  that  were 
planned  during  the  last  in  1 973“ F Y , are  fairly  clear.  Many  Japanese  would 
agree  with  the  opinion  of  the  editor  of  Technocrat , a monthly  review  of 
Japanese  technology  and  Industry,  that  It  is  dangerous  to  assume  that 
nuclear  (fission)  energy  will  be  available  as  petroleum  supplies  become 
more  difficult  to  procure. 

The  recently  established  Sunshine  Project  appears  to  be  a moderately 
well-considered  attempt  to  provide  Japan  with  a medium  scale  energy  RfcD 
program  w! thout  committing  large-scale  technical  and  capital  resources 
to  pursue  technologies  which  are  likely  to  be  developed  In  the  U.S.  and 
Europe.  The  two  most  surprising  aspects  of  the  Sunshine  Project  are 
Its  scale--the  Initial  budget  for  fiscal  I97*»  is  2,270,000,000  yen,  or 
about  $8  ml  1 1 ion--wh Ich  seems  extremely  small  considering  the  current 
American  energy  R&D  funding  level  of  almost  $2  billion,  and  the  notice- 
able absence  of  controlled  nuclear  fusion  research. 

As  exemplary  of  the  type  of  objectives  associated  with  the  Sunshine 
Project,  the  target  for  development  of  geothermal  energy  In  Japan  by  the 
year  2000  is  about  50  gigawatts,  representing  15$  of  Japan's  projected 
electric  power  demand  and  6$  of  Japan's  projected  total  energy  demand  In 

Japan's  Sunshine  Project.  Ministry  of  International  Trade  and  Industry, 
B I - 3 ( 7**”9)  . March  1 9 7**  - Also  see  Jin  Shlmada,  "Japan's  Sunshine  Project": 

The  Quest  for  New  Forms  of  Clean  Energy,"  Technocrat.  February  197l»,  and 
Tsuneo  Momota,  "The  Sunshine  Project  Development  Program  of  New  Clean  Energy 
Technology  In  Japan,"  In  Technology  Assessment — Will  It  Help  Resolve  the 
Energy-Err'l  ronment  Conflict?,  U.S  7- Japan  Joint  Symposium  held  at  The  MITRE 
Corporation.  McLean,  Va.,  Feb.  5"6,  I971*  (co-sponsored  by  MITWE  and  Jaoan 
Industrial  Planning  Association,  report  published  March  1 97^*) . 
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2000.  indeed.  Japan  is  volcanic  and  a traditional  geothermal  counts 
„ith  vast  geothermal  potentiai,  perhaps  as  high  as  IKO  9i9awatts-as 
es t i mated  b,  the  Japan  Kataral  Resoarccs  Coa.lt.ee  In  .973-  The  more 
than  17,000  hot  springs  in  Japan  have  long  been  significant 
tional  and  medicinal  centers;  the  Cash  of  iarge-scaie  exploration  and 
development  of  Japanese  geothermal  resources  with  existing  ot.I.rat.on 
of  hot  springs  parti,  explains  the  comparative,,  slow  development  of 
geothermal  energ,  in  Japan  as  in  Carope.  Recent,,.  Japan  became  the 

main  sapplier  for  geothermal  p-r  piant  egnipmen.  thronghont  the  -rid. 

■ ,,  __rt:nn  of  the  Sunshine  Project 

• i that  the  qeotherma  1 portion  ot  tnc 

It  certainly  appears  tnat  uic  y 

f i that  the  role  of  geothermal  energy  in  Japan 

is  likely  to  be  successful  and  that  .ne 

will  be  a majcr  one. 

The  na^  of  the  Sanshine  Project,  of  coarse,  indicates  the  emphasis 
placed  on  the  fatare  ati.itation  of  soiar  energ,  in  Japan.  The  projected 

.„  • f solar  energ,  and  the  other  energ,  resoarces  sabsamed  b, 

contributions  of  solar  energy  a 

the  Snnshin.  Project  are  given  i n Diagram  3. b.  where  i . can  be  learned  that 

solar  energ,  will  probabl,  not  make  a major  contribation  to  Japanese 
energ,  sappl,  ant, I the  end  of  this  centar,.  with  the  exception  of  solar 

heating  and  cooling  of  buildings. 


Joseph  Barnea,  "Keynote  Address 


ii  MITRE  Symposium  volume,  March 
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Source:  HITI,  "The  Sunshine  Project,"  1 971* • 


HITI's  long-range  plan  for  solar  energy  RSO  Is  shown  In  Diagram  8. 1 1 
Ir  which  there  are  three  palmary  tasks: 

1)  solar  furnace,  possibly  for  production  of  electricity  and/or 
hydrogen; 

2)  solar  power  generation,  including  thermal,  thermionic,  and 
photovoltaic  techniques  to  produce  electric  power; 

])  solar  heating  and  cooling  systems  for  residential  and  commer- 
cial bul Idlngs . 

If  the  solar  energy  R&D  portion  of  the  Japanese  Sunshine  Project  evolves 
into  a large-scale  program  having  good  management,  engineering  talent, 
and  adequate  financial  support,  HITI's  time  schedule  for  reaching 
development  objectives  might  be  met.  Consequently,  Japan  has  an  oppor- 
tunity to  become  on*  of  the  first  countries  in  the  world  to  utilize  solar 
energy  on  more  than  a small-scale  basis. 
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Diagram  8. 1 1 

JAPAN’S  LONG-RANGE  PUN  FOR  SOLAR  ENERGY  R&D , 197A-2QOO 


36i» 
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Source:  HITI,  "The  Sunshine  Project,"  1 97^» - 


It  is  fairly  clear  that  if  there  is  a way  for  Japan  to  get  off  the 
oil  hook,  it  should  find  it  and  work  intensively  toward  energy  inde- 
pendence. The  only  credible  path  toward  Japanese  energy  self-sufficiency 
Is  large-scale  energy  RtD  oriented  toward  renewable  and/or  semi  - I nf i ni te 
sources  such  as  solar,  geothermal,  and  nuclear  fusion.  Japan's  Sunshine 
Project,  it  Is  hoped,  will  become  a bold  attempt  to  develop  and  use  com- 
mercially various  types  of  geothermal  and  solar  energy  applications.  As 
of  this  date,  funding  levels  for  different  programs  within  the  Sunshine 
Project  have  not  yet  been  established;  unless  large  amounts  of  financial 
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and  engineering  resources  are  dedicated  toward  timely  achievement  of 
energy  development  objectives,  there  is  little  chance  for  Japanese  energy 
independence  on  a meaningful  time-scale.  Similar  remarks  can  be  made 
concerning  Japanese  plans  for  fusion  R6D. 

If  the  United  States  can  afford  to  spend  $2  billion  annually  on 
energy  RtD--much  of  which  is  allocated  to  nuclear  Fisslon,  an  energy 
source  of  dubious  utility  for  leng-term  energy  supply  in  both  the  U.S. 
and  Japan--Japan , with  its  much  larger  and  more  vulnerable  dependence 
on  imported  oil,  might  afford  on  the  order  of  $1  billion  per  year  for 
energy  RfcD  to  get  itself  off  the  oil  hook  as  soon  as  possible.  Con- 
sideration of  the  current  Japanese  industrial  base  and  related  techno- 
logical thrust  suggests  that  development  of  geothermal  energy,  laser 
fusion  research,  and  ocean  energy  development  are  areas  of  great  poten- 
tial. If  Japan  invests  sufficiently  and  wisely  in  goal-dl rected  energy 
R&D,  Japanese  energy  independence  will  gradually  become  a reality  during 
the  next  ten  to  fifteen  years.  Should  this  occur,  the  policy  of  energy 
happo-yabure  might  become  a bad  memory  from  Japan's  post-war  past,  and 
the  nature  and  tone  of  Japan's  relationships  with  other  countries  might 
be  considerably  altered. 
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I ndepo ndence  From  insecurity 

The  primary  security  Issue  of  any  internat iona’  energy  policy  is  to 
determine  whether  or  not  to  import.  The  :entral  criterion,  of  course, 
is  reflected  in  the  level  of  import-dependence  a nation  can  or  wishes  to 
achieve.  One  tradeoff  is  between  the  economic  benefits  accruing  from  free 
trade  and  the  political  benefits  that  self-sufficiency  provides.  As  is 
often  the  case  with  such  tradeoffs,  an  optimal  point  of  dependency  will 
probably  be  selected--that  which  is  most  favorable  on  balance.  The  residue 
of  imports  thus  left  leads  to  a secondary  security  cr i ter ion--that  of  diver- 
sification. The  tradeoff  here  is  between  maximizing  the  number  of  trading 
partners  so  as  to  be  least  vulnerable  to  any  particular  individual  country 
and  minimizing  this  number  so  as  to  depend  on  the  few  most  reliable  of  the 
potential  exporters.  Again,  an  optimum  policy  would  probably  choose  a 
mixed  oil-import  depender.ee  configuration  which  would  reconcile  flexibility 
wi  th  rel  iabi 1 i ty . 

Early  in  1973,  when  it  was  apparent  that  growing  American  reliance  on 
OAPEC  oil  was  complicating  the  United  States  position  in  a diplomatic  crisis, 
Hudson  Institute  recommended  that  the  country  disengage  itself  from  this 


*The  Office  of  Emergency  Preparedness  Report  on  Crude  Oil  and  Gas  Price 
Increases  of  November  1970  summarized  the  criteria  for  national  security  as: 
First,  the  need  to  guarantee  supplies  sufficient  to  meet  the  need  of  U.S. 
military  forces  and  defense  industries;  second,  the  need  for  sufficient 
supply  of  crude  oil  and  its  derivations  to  meet  essential  civilian  demands, 
and  sustain  economic  growth;  third,  the  need  to  foster  exoloration  and  de 
velopment  so  as  to  ensure  against  a depletion  of  reserves  to  an  extent 
which  would  jeopardize  the  capability  of  the  petroleum  industry  to  meet 
future  demands  without  undue  reliance  on  foreign  sources  of  guestlonable 
rel lability. 
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to  the  Arab  oil  weapon.  V 

Table  8.1? 


from 


SAUDI  ARABIA 
KUWAIT  (+NEUTRAL  ZONE) 
UNITED  ARAB  EMS. 

OTHER  GULF  STATES 
LIBYA  (+EUYPT) 

IRAQ 

ALGERIA 

IRAN 

INDONESIA 

NIGERIA 

VENEZUELA 

TOTAL 


— : ^ W^UI^PE  JAPAN  TOTAL 


A. I 

3.5 

3.0 

10.6 


3.5 
2.0 
1.8 
2.2 
1.9 
1 .2 

6.4 


19.0 


8.1 

.3 


2.6 


8.1 

3.5 

2.3 

1.8 

2.2 

1.9 

1.2 

10.5 

2.6 

3.5 
3.0 


II. 0 4o.6 


*ln  I0C  b/d. 

SOURCE:  Arad  and  Smernoff  . . 

• SA  Energy  Study,"  1973.  'CS  Proclress  Report  for 

fnr  BarrV  J-  Smerno^^fl^^r  f°r  ,SA  Ener9Y  Study  " bv'TlTTl 

before  the  embargo  t<iok  fh877~°l  SePtem*>er  17,  1973  t!’  ?y  Uzl  B*  Ar«<* 
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Thorr  are  at  least  two  interrelated  reasons  for  a preferential  oil- 
import  policy  for  non-OAPEC  oil.  In  ,he  first  place,  historically  OAPEE 
oil  has  been  demonstrably  the  least  secore  and  most  prone  to  political 
ma  n i pu  I a t i on  s . The  more  basic  reason,  however,  is  in  the  fact  that  the 
OAPEC  group  is  comprised  of  "conservationist"  and  "residual"  suppliers 
Who,  by  virtue  of  their  relatively  low  export  dependence,  are  much  better 
equipped  than  their  OPEC  partners  to  engage  in  supply  manipulations 
detrimental  ,0  American  security.  The  rationale  for  a preferential  oil- 
import  policy  is  anchored  in  the  particular  interdependent  relationships 
which  have  recently  characterized  the  world  oil  market.  A laissez-faire 
import  policy  would  have  exactly  the  opposite  effect,  since  OAPEC  sources 
have  traditionally  been  the  American  majors'  principal  field  of  operation. 
Governmental  direction,  then,  is  clearly  in  order  if  the  country  is  to  be 
extracted  from  an  uncontrolled  state  of  insecure  dependence. 

The  notion  that  the  goal  of  secure  oil  supplies  and  balanced  inter- 
dependence  is  best  served  by  establishing  import  dependencies  with  nations 
having  high  export  dependencies  can  also  be  derived  from  a political  per- 
spective in  light  of  the  experience  of  their  repeated  denial  by  nations 
possessing  low  export-dependence.  George  F.  Kennan,  writing  during  the 
1973  embargo,  expected  that  upon  the  lifting  of  the  embargo  against  the 


muU IStmens^ona^poI ^c^^c^age31  stress ?na  ft  ^ ad°?tfon  °f  3 _ 

as  wel,  military  opjf  a?!!  lI^tVSn^H^es  P^' 
uf"  “P«  successfully  with  the  Issues  of  energy  and  security 

along  these  Mne^fd  LK'. Si^S  t'hTru"  .’n^e^m  t 

de- ' 

lines'  f?rste°a'bl'  <hat  Wh'Ch  e"lphas ljes  the  following  guide- 
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United  States,  the  country  "would  not  gratefully  accept  the  renewed  ship- 
ments." Noting  that  the  Administration  was  inexplicably  predisposed  to 
accept  a return  to  OAPEC  oil  (rather  than  reshuffle  suppliers  and  emerge 
from  the  embargo  crisis  not  only  victorious  but  with  a more  secure  supply 
base),  he  addec , 

" | would  have  thought  that  if  events  of  recent  weeks  have 
taught  us  anything  at  all,  it  would  have  been  the  danger 
of  allowing  ourselves  to  remain  unduly  dependent  upon 
foreign  suppliers  for  raw  materials  vital  to  the  continued 
prosperity  of  our  society,  especially  when  it  Is  a case  of 
suppliers  who  are  obviously  not  inclined  to  acknowledge  the 
responsibility  they  assume  when  they  permit  great  Industrial 
nations  to  become  dependent  upon  them  In  this  manner,  and 
who  feel  they  have  no  reason  to  respect  our  interests." 

Kennan's  conclusion  was  that, 

"we  can  be  grateful  that  we  were  kicked  Into  such  a begin- 
ning...but  If  faced  with  offers  to  resume  the  sort  of  ship- 
ments of  which  we  are  now  being  so  usefully  (for  us)  deprived, 
let  us  thank  [the  Arabs]  very  much  and  tell  them  frankly  that 
we  have  ways  of  assuring  the  continued  functioning  of  our 
national  economy  that  are  less  costly  In  terms  of  our  Inter- 
national position,  of  the  independence  of  our  national  policy, 
and  of  our  own  sel f-respect ."** 

Adelman's  economic  reasoning  leads  to  a conclusion  no  different  from 
Kennan 1 s pol  1 1 ical  intu i t Ion.  On  the  quest  Ion  of  future  import  policies, 
Adel man  wr i tes: 

"This  country  should  immediately  take  steps  to  separate  It- 
self completely  from  Arab  oil  sources.  Once  we  are  beyond 
the  reach  of  oil  cutoffs,  they  can  no  longer  pressure  us. 

Then  there  would  be  no  profit  for  the  Arabs  in  tormenting 
Europe  and  Asia — and  risking  retr l iat ion--as  an  indirect 
means  of  pressuring  the  U.S.  Our  overseas  imports  before 
the  cutback  were  about  6 million  barrels  per  day,  and  future 
imports  for  a time  will  be  larger,  but  they  will  come  no- 
where near  the  concensus  of  10-12  million  barrels  per  day  


*"Thank  you,  noi"  Op-ed  article  in  The  New  York  Times,  December  2, 

1973. 

**The  New  York  Times,  December  2,  1973* 
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held  a short  time  ago,  because  of  the  present  U.S.  drive 
for  greater  sel f -suf f i c i ency . Production  of  the  four  largest 
non-Arab  oil  exporters  will  grow  substantially  beyond  their 
current  13  million  barrels  per  day ....  Professor  Richard 
Gardner  of  the  Columbia  University  Law  School  embarrassed 
our  government  by  pointing  out  that  Saudi  Arabia  has  violated 
its  1933  treaty  with  us  providing  for  mutual  most-favored- 
nation  treatment.  We  need  only  tell  the  Saudis  toeir  embargo 
on  shipments  to  us  is  hencefor th  per nanent , their  status  i.cving 
been  canceled  by  their  own  act."" 

The  RAND  Corporation  also  came  to  advise  a policy  simila-'  to  that  -ecom- 
mended  by  Hudson  Institute.  * ** Specifically,  both  Hudson  and  RAND  proposert 
that  the  U.S.  adopt  a d i scr i mi ratory  oil  import  policy  which  would  empha- 
size the  element  of  dependability  and  security  of  supplies.  Thus,  they 
have  recommended  that  Western  Hemisphere  oil  be  preferred  to  Eastern  Hemi- 
sphere oil,  and  that  non-Arab  oil  be  preferred  to  Arab  oil. 

In  the  November  2,  ’971*  Issu*  of  Middle  East  Honey  (MEMO),  a Lebanese 
publication,  the  following  item  appeared: 

U.S.  RELYING  ON  LESS  ARAB  OIL 

"The  United  States  is  lessening  Its  dependence  on  Arab 
oil  imports  in  favour  of  non-Arab  sources.  Figur-  s just 
released  in  Washington  show  that  Canada  remains  the 
primary  source  of  imported  oil,  but  that  Nigeria  and  Iran 
have  replaced  Saudi  Arabia  «nid  Venezuela  as  the  second  and 
third  largest  suppliers.  The  U.S.  imports  about  Tx  million 
barrels  of  oil  per  dav. 

"In  the  first  ei;(  1 months  of  this  year,  Canada  supplied 
lk.1  per  cent  of  American  imports,  down  from  its  35-8  per 
cent  share  in  1972.  The  Canadian  Energy  Minister  declared 
last  week  that  Canadian  crude  exports  to  the  U.S.  wou’d  keep 
declining  until  they  stop  completely  In  the  early  1980s. 

"Nigeria,  with  17-5  per  cent  of  the  U.S.  import  market, 
holds  second  place.  Iran  Is  third  with  15-5  per  cent,  and 
Venezuela  falls  from  second  to  fourth  with  11.2  per  cent. 

Total  Arab  sales  make  uo  16.3  per  cent  of  American  imports, 
with  Saudi  Arabia  responsible  for  8.3  per  cent  and  Algeria 
for  5-  3$-" 


*M.A.  Adelman,  "Foreign  Oil:  A Pol  1 1 lea  I -Economi c Problem,"  Technology 
Review,  March/April  I971*.  P-  ^7- 

**Horst  Mendershausen,  "Enlisting  Reliable  Sources  of  Supply:  Persian 
Gulf  and  Elsewhere,"  RAND  Co^porat ion,  WN-8582-ARPA,  January  197^ 
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On  first  reading  it  seemed  that  the  Administration  was  at  long  last  ap- 
plying the  criterion  Hudson  has  been  suggesting.  MEMO's  interpretation, 
however,  is  misleading  because  the  months  covered  include  the  January- 
March  embargo  period.  Post  embargo  data,  which  compare  a six-month 
period  prior  to  the  embargo  with  a six-month  period  subsequent  to  its 
lifting  (allowing  for  the  time-iag  analyzed  in  Chapter  5)  reveals  inter- 
esting new  trends  in  American  import,  patterns.  First  and  foranost,  the 
share  of  Arab  crude  in  U.S.  oil  imports  has  indeed  dropped  from  3 1.5 
percent  in  1973  to  26.8  percent  in  1974.  That  alone  would  have  sufficed 
to  indicate  a meaningful  change  of  policy  and  a growing  awareness  to 
security  concerns.  Figures  in  Table  8.14  suggest  a certain  consistency 
in  the  shifts  of  import  trends.  Thus,  not  only  was  dependence  on  OAPEC 
reduced  by  as  much  as  5 percent,  direct  vulnerability  to  OAPEC's  low 
absorbers,  the  countries  most  likely  to  disrupt  applies  in  the  future, 
fell  even  more  sharply  by  approximately  7 percent.  This  is  a rather 
significant  improvement  considering  the  sorry  fact  that  total  imports 
continued  their  climb  and  that  traditionally  reliable  Western  Hemisphere 
suppliers,  such  as  Canada  and  Venezuela,  had  lowered  their  exports  to 
the  U.S.  by  more  than  7 percent.  Undeniably,  had  more  Canadian  and 
Venezuelan  crude  been  available,  the  share  coming  from  the  Arab  Middle- 
East  would  have  been  proportionately  smaller.  Nevertheless,  the  diver- 
sification efrort  into  hitherto-neglected  Eastern  Hemisphere  sources  such 
as  Nigeria,  Iran,  and  Indonesia  is  surely  appropriate  taking  into  con- 
sideration their  being  highly  expert-dependent  and  therefore  more  suitable 
partners  than  the  low  export-dependent  sheikdoms  of  the  Pers!  Gulf. 
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Table  8.  16 

U S.  IMPORTS  Of  FOREIGN  C9t9{  Oil  - HM- OCTOBER  (IWCL.)  |«76  |0 

^thousands  of  barrels)  " e Ll“ ' 


126.835  1 1 2 1 ,636  | 1 13.907 | 1 18.096  | 726.320 


3.690  1 25.185  I *2 


Kuwait 

Libya 

Oman 

Qatar 

Saudi  Arabia 
T un  i s i a 

United  Arab  Emirates 
Arab  Subtotal 


Angola 
Bo  I ivia 
Canada 
Colomb i a 
Congo 
Ecuador 
Gabon 
Indones ia 
I ran 
Israel 
Malays ia 
Mexico 
Nigeria 
Norway 
Tr ini  dad 
Venezuela 


1 .851 

7.691 

621 

2.901 

■ 

- 

196 

600 

29.736 

23.132 

29.951 

29.786 

1.188 

1.936 

986 

1.523 

7.930 

5.181 

7.670 

6.798 

7,108 

7.961 

6.165 

7,566 

. 

237 

5 

16.926 

16.608 

12.278 

15.976 

967 

7.066 

1 .810 

1.991 

12.159 

13. 166 

12.151 

I3.H3 

08.530 

111.368 

106.117 

M5.905 

SOURCE  U.S  Bureau  of  Mines  figures 
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The  Church  report  also  made  the  observation  that  OPEC  members  can 

be  divided  Into  three  groups,  taking  into  account  population,  GNP,  saving 

* 

snd  Investment  factors:  Group  I (Saudi  Arabia,  Kuwait,  Libya,  Qatar, 

United  Arab  Emirates);  Group  II  (Iran,  Algeria,  Iraq,  Ecuador,  Venezuela); 
and  Group  III  (Indonesia,  Nigeria).  The  report  accordingly  recommended 
that  U.S.  Import  sources  be  prioritized  In  the  following  geographical 
order:  1).  domestic;  2).  non-OPEC  (excluding  Communist  nations);  3). 

OPEC  countries  belonging  to  Group  III;  4).  other  OPEC  nations.  In  the 
same  vein,  In  a recent  report  pre  ared  for  the  Department  of  Defense,  RAND's 
Horst  tiendershausen  and  Richard  Nehring  offered  the  same  formula  for  future 
import  diversification: 


"The  objective  of  a precautionary  Import  poi Icy  would  be 
to  increase  the  share  of  U.S.  oil  imports  from  non-Arab  sources 
during  the  remaining  years  of  this  decade.  That  objective 
would  oblige  the  government  to  articulate  a preference  for  the 
development  of  oil  Imports  from  Western  Hemisphere  and  non-Areb 
Eastern  Hemisphere  souices  within  the  frame  of  a policy  that 
seeks  to  keep  total  oil  Imports  In  bounds. .. .The  precautionary 
Import  policy  wculd  therefore  aim  at  further  source  diversifi- 
cation, not  at  great  Import  Increases  from  any  source."* 

A precaut ionary  Import  policy,  In  itself,  could  be  either  a separate 

policy  for  the  management  of  energy  interdependence  for  years  to  come  or 

an  integral  part  of  a drive  towards  greater  self-reliance  and  energy 

independence.  In  the  latter  vein,  energy  independence  could  appear  to 

mean  "Independence  from,"— that  is,  from  unreliable  suppliers.  A natural 

course  to  follow  in  this  direction  would  be,  first,  a disengagement  from 
OAPEC  oil;  second,  disengagement  from  OPEC  oil.  The  precautionary  policy 

Church  report,  p.  7. 

See  their  "Protecting  the  U.S.  Petroleum  Market  Against  Future  Denials 
of  Imports,"  RA.  'i  Corporation,  R-I603-ARPA,  October  1974,  p.  75. 


37^ 


HI-2239-RR 


thus  appears  compatible  with  the  long-term  goal  of  energy  independence, 
about  which  more  will  be  said  later.  Linder  a precautionary  import  policy, 
the  United  States  would  choose  a preferential  or  discriminatory  interna- 
tional energy  policy.  The  ingredients  of  a discriminatory  policy  would 
be:  a)  preference  for  Western  Hemisphere  sources;  b)  preference  for  non- 

OAPEC  sources  over  OPEC  sources;  c)  preference  for  non-OAPEC  sources  over 
OAPEC  sources;  d)  preference  that  each  individual  country  supply  less  than 
10  percent  of  oil  requirements.  These  guidelines,  as  part  of  Project  Inde- 
pendence, would  be  complemented  and  enhanced  by  increases  in  American  pet- 
roleum production,  energy  substitution  and  conservation.  The  range  of  the 
dual  impact  of  various  levels  of  import  requirements  depending  or  the 
objectives  of  Project  Independence  and  a discriminatory  oil  import  policy 
is  illustrated  in  tabular  form  below.  High  import  profile,  as  a base  case, 
is  given  in  Table  8.15-  It  is  assumed  here  that  demand  for  imports  would 
climb  to  10  million  barrels  daily  by  1979,  rather  than  Heel i ne--hence , a 
failure  or  abandonment  of  the  goal  of  self-sufficiency. 
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Table  8.15 

SUPPLY  OF  FOREIGN  OIL  BY  SOURCES-- 
ALTERNATIVE  IMPORT  POLICIES  FOR  HIGH  IMPORT  REQUIREMENTS 


IHBBHHB  'Ti'THimCT  171 I7.\ 

——11 1 nni 

157? 

1978 

1980 

1578 

1 

r 

* 

X 

* 

X 

* 

* 

X 

'* 

1 

OAPEC 

3.5 

20.0 

*1.  s 

22.5 

50 

23.0 

2.5 

2.5 

12.5 

1.0 

5.0 

SAUOI  ARABIA 

2.0 

11.5 

2.5 

12.5 

3.0 

14.0 

1.0 

5.5 

1.0 

5.0 

.5 

2.5 

KUWAIT 

1.0 

6.0 

1.0 

5.0 

1.0 

4.5 

1.0 

5.5 

1.0 

5.0 

.5 

2.5 

OTHER 

.5 

2.5 

1.0 

5.0 

1.0 

4.5 

.5 

3.0 

.5 

2.5 

- 

* 

IRAN 

.5 

2.5 

1.0 

5.0 

1.0 

4.5 

1.0 

5.5 

1.5 

7.5 

1.5 

7-0 

INDONESIA 

- 

• 

- 

- 

- 

- 

.5 

3.0 

1.0 

5.0 

1.5 

7.0 

NIGERIA 

- 

.5 

“ 

.5 

2.0 

.5 

3.0 

1.0 

5.0 

1.5 

/.0 

CANADA 

1.0 

6.0 

1.0 

5-0 

1.0 

4.5 

1.0 

5.5 

1 0 

5.0 

1.0 

5.0 

VENEZUELA 

2.0 

11.5 

2.0 

10.0 

2.0 

9 5 

1.5 

8.5 

2.0 

10.0 

2.0 

9.5 

OTHER 

.5 

2.5 

.5 

2.5 

.5 

2.0 

.5 

3.0 

.5 

25 

1.0 

5.0 

IMPORT  OEMANO 

7.5 

43-0 

9.5 

50.0 

10.0 

46.5 

7.5 

62.5 

9-5 

50.0 

10.0 

46.5 

OIL  OEMANO 

17.5 

100.0 

20.0 

100.0 

21.5 

100.0 

17.7 

'00.0 

20.0 

100.0 

21.5 

100.0 

•MILLION  BARRELS  PER  DAY 


Evidently,  a deliberately  discriminating  import  policy  could  reduce 
American  vulnerability  to  OAPEC  from  22.5  percent  to  12.5  percent  by  1978 
and  to  5 percent  by  1980.  in  other  words,  even  in  the  "worst  case  assump- 
tion" of  a high  need  for  imports,  a discriminatory  policy  could  shield 
the  United  States  within  three  years.  In  the  absence  of  such  a policy, 
the  drift  of  events  as  reflected  in  import  trends  prevailing  in  the  market 
under  the  majors'  policies  would  have  more  than  doubled  American  vulnera- 
bility to  OAPEC  relative  to  1973- 

A much  more  likely  demand  schedule  is  portrayed  in  Table  8.16. 
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Table  8. 16 


SUPPLY  OF  FOREIGN  OIL  BY  SOURCES-- 
ALTERNAT I VE  IMPORT  POLICIES  FOR  MEDIUM  IMPORT  REQUIREMENTS 


NON-DISCRIMINATORY 

oTTcrTminatory 

1978 

1975 

1978 

I960 

— 

_J: 

* 

* 

* 

% 

A 

% 

* 

% 

OAPEC 

3.0 

17.0 

4.0 

20.0 

3.5 

16.5 

2.5 

IA.0 

2.0 

10.0 

.5 

2.5 

SAUDI  ARABIA 

1.5 

8.5 

2.0 

10.0 

2.5 

12.0 

1 .0 

6.0 

1 0 

5.0 

• 5 

2.5 

KUWAIT 

1.0 

6.0 

1 .0 

5.0 

1.0 

A. 5 

1.0 

6.0 

1.0 

5.0 

OTHER 

.5 

2.5 

1 .0 

5.0 

“ 

.5 

2.5 

- 

- 

- 

1 RAM 

.5 

2.5 

.5 

2.5 

1.0 

A. 5 

1.0 

5.5 

1.5 

7.5 

1.5 

7.0 

INDONESIA 

- 

- 

- 

- 

- 

- 

- 

- 

.5 

2.5 

l .0 

5.0 

NIGERIA 

” 

“ 

.5 

2.5 

.5 

2.0 

.5 

2.5 

1.0 

5.0 

1.5 

7.0 

CANADA 

1.0 

6.0 

1.0 

5.0 

1.0 

4.5 

1.0 

6.0 

1.0 

5.0 

l .0 

5.0 

VENEZUELA 

2.0 

11.5 

2.0 

10.0 

2.0 

9-5 

1.5 

8.5 

2.0 

10.0 

15 

7.0 

other 

.5 

2.5 

5 

2.5 

- 

- 

.5 

2.5 

.5 

2.5 

l.o 

5.0 

U.S.  IMPORT 

7.0 

A0 . 0 

8.5 

42.5 

8.0 

37.0 

7.0 

AO.O 

8.5 

42.5 

8.0 

37.0 

OIL  DEMAND 


17.5 

100.0 

20.0 

1C.  0 

21.5 

100.0 

17-5 

100.0 

20.0 

100.0 

21.5 

100.0 

In  this  intermediate  scenario,  American  import  requirements  increase  to 
8.5  million  barrels  per  day  by  1978,  then  they  decline  slightly  to  8 
million  barrels  daily  by  1980.  The  implication  of  such  progress  in 
Project  Independence  is  that  even  with  no  preferential  policy,  there  is 
a trend  towards  a more  acceptable  situation  in  1980.  Nonetheless,  a 
preferential  policy  makes  a difference,  and  under  this  scenario  virtual 
invulnerability  to  OAPEC  can  be  reached  by  1976  or  so,  and  import  vulner- 
ability !s  further  minimized  toward  the  end  of  the  decade.  Thus,  for 
1978,  the  U.S.  could  diminish  its  vulnerability  from  a probable  20  percent 
to  an  acceptable  10  percent  if  it  adopted  a preferential  policy. 

Lastly,  only  under  the  most  optimistic  scenario  of  American  import 
needs,  as  shown  in  Table  8.17,  a preferential  policy  would  be  needed  only 
for  the  short  run.  Assuming  the  objectives  of  Project  Independence  are 
almost  entirely  achieved,  U.S.  imports  of  foreign  oil  would  then  remain 
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level  (in  absolute  terms)  over  the  next  few  years,  then  decline  to  4.5 
million  barrels  per  day  by  1 980 . 


Table  8. 17 

SUPPLY  OF  FOREIGN  OIL  BY  SOURCES- - 
ALTERNAT IVE  IMPORT  POLICIES  FOR  LOW  IMPORT  REQUIREMENTS 
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Such  a course  of  events  would  satisfy  the  security  criteria  of  a prefer- 
ential policy  even  without  its  formal  implementation  within  three  to  four 
years.  The  utility  of  a preferential  policy,  however,  lies  in  that  it 
would  expedite  relative  Invulnerability  to  the  point  of  attaining  it  in 
less  than  a year.  Instead  of  having  some  12.5  percent  of  the  nation's 
oi i supply  exposed  to  potential  OAPEC  denial,  the  application  of  prefer- 
ence guidelines  could  create  an  even  more  favorable  condition  almost 
immediately  and  arrive  at  a state  of  total  independence  from  Persian 
Gulf  and  Arabian  oil  by  1980.  The  extent  of  defense  against  future 
OAPEC  supply  Interruptions  offerred  oy  a discriminatory  Import  policy 
can  perhaps  be  appreciated  by  noting  that,  should  another  Arab  disruption 
occur  In  1978,  under  the  worst  Import  demand  conditions  a discriminatory 
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policy  would  cut  import  vulnerability  by  approximately  A5  percent,  as 
against  a I a i ssez- fa i re  posture;  under  intermediate  and  most  plausible 
import  demand  conditions,  by  50  percent;  and  under  an  optimistic  import 
demand  scenario,  import  vulnerability  would  be  eliminated  altogether-- 
i.e.  , by  100  percent.  A discriminatory  oil  import  policy,  therefore, 
implies  that  the  United  States  would  oe  at  worst  as  vulnerable  as  it 
was  m 1973  and  at  best  far  less  so,  irrespective  of  the  extent  to  which 
Project  Independence  is  successful  in  closing  the  gap  between  oomestic 
energy  supply  and  demand. 

* * * 

The  imp  I ementab i I . ty  of  a precautionary  import  diversification  po- 
licy raises  several  questions.  The  very  desirability  of  such  a program 
should  be  evaluated  against  the  possibility  that  it  might  sacrifice 
cheaper  sources  of  supply.  Similarly,  the  feasibility  of  the  program 
depends  upon  1)  the  ab’lity  to  induce  preferred  suppliers  to  produce 
sufficiently  to  meet  American  demand;  and  2)  the  concrete  mechanisms 
for  articulating  import  preferences. 

It  is  arguable  that  a serious  consideration  of  each  of  these  factors 
does  not  lead  to  a rejection  of  the  preferential  formula.  The  price 
factor,  for  instance,  is  irrelevant  insofar  as  non-OAPEC  tax-paid  costs 
or  buy-back  prices  are  not  significant!''  diffc-ent  from  OAPEC  prices. 

While  it  is  indeed  tru«  that  the  marginal  cost  of  production  in  most 
OAPEC  countries  is  on  the  average  cheaper  than  in  other  OPEC  countries, 
such  difference  is  for  all  practical  purposes  irrelevant  to  consumers.  In 
the  past,  the  major  oil  companies  absorbed  all  production  cost  advantages, 
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and  in  the  future--a long  with  the  nationalization  of  the  production  stage-- 
the  oil  exporting  countries  can  be  expected  to  benefit  from  these  advan- 
tages by  pricing  oil  in  line  with  world  prices.  Another  possible  pr  ce 
handicap  of  the  preferential  import  program  has  to  do  with  OAPEC's  price- 
depressing option  which  is  a by-product  of  the  same  conditions  which  make 
its  supply  Insecure.  While  OAPEC  can  force  prices  down  by  Increasing 
production  and  flooding  the  market,  the  result  is  not  likely  to  be  two- 
tiered  market  prices  but  simply  a market  In  which  OAPEC  exercises  a 
price-leadership  role,  thus  reducing  non-OAPEC  oil  prices  as  well. 

There  obviously  exists  one  possible  scenario  whereby  CrtC  as  a cartel 
disintegrates  and  producer  countries  begin  to  undercut  each  other  and 
compete  for  larger  market  shares,  from  such  a development  a precautionary 
import  policy  could  emerge,  putting  the  United  States  at  a competitive 
disadvantage  vis-a-vls  other  oil  consumers  In  the  Industrialized  world. 

The  likelihood  of  such  a development,  however,  is  not  high  and  the  estab- 
lishment of  a price-floor  would  have  the  effect  of  preventing  a collapse 
!n  OPEC  prices. 

Another  exception  could  be  the  possibility  of  huge  bilateral  deals 
between  OAPEC  and  the  United  States  In  which  the  former  granted  excep- 
tionally lower  prices  than  other  sources.  The  likelihood  of  such  an 
arrangement,  bearing  In  mind  the  fate  of  Yamanl's  1972  proposal,  Is  far 
from  high,  for  OAPEC  or  certain  of  Its  Individual  members  would  have  to 
offer  substantial  discounts  to  compensate  for  the  undeniable  unreliability 
of  their  oil  supply.  It  can  be  concluded,  therefore,  that,  since  an  OPEC 
breakup  or  massive  bilateral  deals  with  the  Arabs  do  not  appear  Imminent; 
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and  since  a precaut : onary  inport  policy  would  be  flexible  enough  not  to 
stand  in  fhe  way  of  the  Unitea  States  getting  whatever  is  the  cheapest 

oil  on  the  market  if  it  so  desired,  then  such  a policy  could  not  be 

faulted  by  an  assertion  that  it  will  necessarily  lead  to  higher  import 
policies. 

The  feasibility  requisites  are  equally  surmountable.  The  first 
potential  difficulty  is  the  degree  to  which  production  in  favored  coun- 
tries would  be  amenable  to  shifts  in  American  import  needs  as  necessitated 

under  the  precautionary  policy.  The  second  difficulty  has  to  do  with  the 

extent  to  which  such  shifts  would  lead  to  direct  competition  between  the 
United  States  and  other  consumers  harboring  similar  preferences  for  non- 
OAPEC  oil. 

The  sources  to  be  favored  by  the  precautionary  policy  would  be  West- 
ern Hemisphere  sources  such  as  Canada  and  Venezuela,  and  nnn-OAPEC  Eastern 
Hemisphere  sources  such  as  Indonesia,  Nigeria  and  Iran.  These  sources,  to 
be  sure,  have  traditionally  been  supplying  the  bulk  of  U.S.  crude  and 
product  imports--^  percent  in  January  thro  igh  October  1973.  The  trouble 
is  that  of  these  countries,  both  Canada  and  Venezuela,  the  geographically 
proximate  sources,  seem  to  be  rrsistant  to  U.S.  efforts  to  Increase  imports 
or  even  to  maintain  them  at  present  levels.  Thus,  it  is  possible  that  of 
3 million  barrels  per  day  demanded  by  a precautionary  import  policy  under 
the  intermediate  scenario  in  19/6  (Table  8. 16),  only  2 million  barrels 
would  be  forthcoming  if  severe  conservationist  policies  are  followed  in 
these  two  countries.  The  deficiency  of  1 million  barrels  per  day,  however, 
could  be  more  than  closed  by  intensified  imports  from  the  Eastern  Hemisphere. 
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The  United  States  can  expect,  therefore,  a trend  of  Increasing  de- 
pendence on  Eastern  Hemisphere  suppliers,  but  this  need  not  signify 
greater  dependence  on  OAPEC.  Nigeria,  Indonesia,  and  Iran  are  all  much 
more  suitable  suppliers.  The  fact  that  Am',  ican  majors  had  such  a sta<e 
in  Saudi  oil  caused  the  United  States  to  neglect  the  rapidly  expanding 
Iranian  export  shares.* 

The  Saudi  Arabians,  on  their  part,  see  things  differently  and  do  not 
hide  their  Intention  to  vigorously  penetrate  the  American  market.  The 
explicit  assumption  underlying  their  plan  of  projected  Saudi  Arabian  oil 
supplies,  revealed  In  September  197^,*  has  been  that  "Saudi  Arabia  will 
capture  50  percent  of  the  growing  U.S.  import  market."  When  measured 
against  Saudi  penetrations  of  U.S.  import  needs,  the  amount  to  be  exported 
to  the  U.S.  would  Inciease  from  1,593,000  barrels  per  day  In  1975,  or  18.6 
percent  of  total  U.S.  Imports,  to  2,758,000  barrels  per  day  In  1978,  or 
25.3  percent  share  of  total  U.S.  Import'*.  Assuming  U.S.  imports  to  stab- 
i’ize  at  such  a level  (between  10  million  and  11  million  barrels  per  day), 
the  Saudis  are  Indeed  aiming  at  capturing  one-half  of  the  total  Import 
growth,  thus  securing  for  Itself  one-fourth  of  the  total  U.S.  petroleum 
market.  This,  In  brief,  Is  the  essence  of  the  Saudi  strategy  of  Interde- 
pendence. I.ideed,  Sheik  Yarned  presented  his  plan  to  the  Rotary  Club  In 
Chicago  under  the  heading  "Adjusting  to  Interdependence."  Two  salient 
facts  stand  out  from  this  s*-ategy.  First,  the  Saudi  government  apparently 
Is  still  adhering  to  Its  1972  bilateral  scheme  to  secure  to  Itsnlf  the 

~ — . — . 

For  an  elaboration  on  this,  see  "The  Arabian  Fantasy,"  by  Christopher 
T.  Rand  In  Skeptic,  Special  Issue  No.  5,  January  1975,  pp.  17-20. 

See  the  supplement  to  the  27  September  197*»  Kiddle  East  Economic  Survey. 
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American  oil  market.  Secondly,  the  Saudi  plan  assumes  U.S.  import  re- 
quirements which  are  consistent  with  the  NPC's  relatively  pessimistic 
pre- 1 9 7 ^ scenario.  It  is  quite  astonishing  to  see  the  Saudis  relying  in 
their  plans  on  a p;  diction  which  assumed  for  all  practical  purposes  a 
total  failure  of  the  U.S.  drive  to  greater  sel f -suf f ic i en ;y , even  at  high 
oil  prices.  That  Saudi  Arabia's  ARAMCO  partner,  Exxon  Corporation,  shares 
this  view,  makes  one  fear  if  not  conspiracies,  the  self-fulfilling  nature 
of  gloomy  predictions. 

Saudi  concern  for  a secured  market,  however,  need  not  be  a primary 
consideration  in  American  energy  policymaking.  In  fact,  Menders! ausen' s 
<_nmment  that  "the  U.S.  Government  probably  made  no  mistake  when  it  failed 
to  accept  Sheik  Yamani's  proposal  of  a preferential  U.S. -Saudi  ail  supply 
relationship  proffered  in  September  1972.*  is  as  valid  now  as  it  was  in 
1972.  The  essence  of  a precaui ionary  policy  would,  of  course,  be  that  ft 
would  be  pursued  with  national  rather  than  corporate  interests  in  mind. 

That  these  three  Eastern  Hemisphere  countries  could  export  to  the  U.S. 
approximately  one-third  of  their  19/8  production  is  clear.  The  in:ol i ca- 
tion, however,  is  that  such  an  American  preference  would  place  it  on  a 
competitive  course  with  Europe  and  Japan,  which  preceded  the  United  States 
in  favoring  non-UAPEC  sources  to  the  extent  possible.  The  operation  of 
American  companies  in  Indonesia  and  Nigeria  could  give  the  United  States 
a certain  advantage  over  its  competitors,  while  Iran's  capability  to  in- 
crease production  above  previously  planned  levels  could  improve  the  outlook 

there,  too.  In  short,  a supply  of  some  5 million  barrels  daily  from  Iran, 

- - — — — . 

Horst  Mendershausen , "Enlisting  Reliable  Sources  of  Supply,"  The  RAND 
Corporation,  WN-8582-ARPA,  January  1974,  p.  15. 
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I million  daily  from  Indonesia,  and  1.5  million  daily  from  Nigeria  could 
well  satisfy  the  requirements  of  a preferential  system  under  probable 
1 975" 1980  demand  conditions. 

Tba  final  element  for  the  preferential  system  Is  the  particular  mech- 
anism designed  to  discriminate  In  favor  of  non-OAPEC  sources.  Three  such 
mechanisms  seem  possible:  discriminatory  tariffs,  count r < quota  arrange- 

ments, and  bilaterai  arrangements.  Tariffs,  while  serving  the  purpose  of 
protecting  domestic  prices  and  investments  from  international  competitive 
pressure,  are  least  satisfactory  from  the  security  standpoint,  as  thtir 
effectiveness  depends  on  accurate  information  and  estimates  of  the  domestic 
supply  or  demand  curves.*  If  tariffs  are  too  loose  for  a preferential 

it  it 

policy,  bilateral  deals  are  far  too  rigid.  They  could  back  the  United 
States  into  either  high-cost  oil  or  inflexible  Inport  patterns,  thus  fore- 
closing opportunities  over  time.  The  most  attractive  option,  then.  Is 
that  of  a quantitative  and  qualitative  quota  system.  There  Is  no  little 
irony  in  the  fact  that,  as  a result  of  a brief  exposure  to  world  energy 
Interdependence  after  it  practically  abandoned  the  1959  oil-import  quota 
system,  the  U.S.  would  return  to  a modified  quota  policy.  The  advantages 


For  a rigorous  analysis  of  the  economic  effects  of  tariffs  on  oil  im- 
ports, see  the  Institute  for  Defense  Analysis'  "Intermediate-Term  Energy 
Programs  to  Protect  Against  Crude-Petroleum  Import  Interruptions,"  PB- 237 
209,  September  I97*». 

** 

A truly  flexible  import  policy  which  takes  into  consideration  security 
concerns  Is  the  Center  for  Naval  Analysis'  "The  Oil  Security  System — an  Oil 
Import  Policy  for  the  United  States,"  January  1 97 » The  principal  Idea  of 
that  study  >s  to  design  a policy  ror  the  scenario  In  which  wor'd  oil  prices 
fall  substantially  below  average  U.S.  prices.  Reconciling  efficiency  with 
security,  the  study  proposes  that  Imports  from  insecure  sources  be  allowed, 
either  upon  payment  of  a fee  or  If  backed  by  commitments  of  emergency  oil 
supplies  issued  by  suppliers  of  secure  oil.  Such  guarantees  would  consti- 
tute obligations  to  sell  oil  on  the  market  In  an  emergency  from  such  sources 
as  inventories,  existing  wells  operated  below  capacity,  capped  wells,  new 
wells  drilled  during  the  emergency,  and  diversions  of  U.S.  exports  of  crude 
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of  such  a system  are  many.  First,  under  such  a quota,  import  rights  could 
be  auctioned  off  to  buyers  periodically,  revenues  from  the  auction  accruing 
to  the  Treasury.  It  is  not  inconceivable  that  secret  competitive  auctioning 
would  exacerbate  OPEC  unity  and  capture  some  of  the  monopoly  rents  now  being 
paid  to  the  exportinq  countries.  Furthermore,  the  quota  system  permits 
the  application  of  direct  preferences  for  secure  sources  of  supply,  either 
by  exempting  them  entirely  and  thereby  granting  them  the  opportunity  to 
capture  all  of  the  difference  between  U.S.  and  world  prices.  Conversely, 
sources  deemed  less  secure,  say  from  Eastern  Hemisphere  countries,  could 
be  ciarged  a security  fee.  The  effect  of  such  measures  would  be  to  give 
preferred  suppliers  incentive  to  enter  the  American  market  and  encourage 
exchanges  among  importers  who  would  substitute  oil  from  secure  sources  for 
OAPEC  oil,  in  order  to  avoid  the  security  penalty.  *.s  long  as  the  supply 
of  oil  from  countries  coisidered  secure  was  elastic  (and  it  appears  to  be), 
the  burden  of  the  securi-y  penalty  would  fall  upon  the  insecure  producing 
countries,  which  is  not  an  undesirable  by-product  of  the  policy.  The 
security  foe  system,  even  if  -mulated  by  othe-  consuming  countries,  would 
not  affect  all  output,  but  would  accentuate  the  element  of  supply  depend- 
ability and  bring  about  a rearrangement  of  import  patterns  along  politically 

J. 

more  sensible  lines. 

and  refined  products.  In  turn,  possession  of  a guarantee  is  the  qualifica- 
tion for  receiving  ?.  fee-exempt  Imp  >rt  allowance.  Both  gejiantees  and  ee- 
exempt  import  allowances  would  be  bought  and  sold.  Importers  of  oil  woulo 
thus  choose  the  cheaper  way  of  importing  between  paying  the  fee  and  acquir- 
ing « fee-exempt  import  alliance.  The  net  effect  of  such  a system-pro- 
vided indeed  prices  drop--would  be  to  reduce  the  cost  of  importing  oil  while 
increasing  oil  security  in  the  form  of  emergency  oil  supplies. 

AA  concise  and  useful  comparison  between  tariffs  and  quotas  as  instru- 
ments of  oil  policy  can  be  found  in  Chapter  6 of  the  MIT  Energy  Laboratory 
Policy  Study  Group's  Energy  Se 1 f-Suf f ic ienry  (Washington,  D.C.:  American 

Enterprise  Institute  ro  Public  Policy  Research,  197*0,  PP-  66-69- 
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A security-structure  Import  quota  system,  in  other  words,  would 
simultaneously  serve  two  purposes:  it  would  encourage  competition  among 

OPEC  members,  thus  putting  stress  on  the  cartel  and  alleviating  its  mono- 
polistic control;  and  it  would  incorporate  the  preferential  criteria  de- 
sirable under  a precautionary  Import  policy.  The  latter  effect  could  be 
achieved  und?r  a tariff  system  by  setting  tariff  levels  for  oil  from 
secure  and  insecure  sources;  the  former  effect,  however,  could  not  be 
attained  through  the  tariff  system.  Yet,  it  should  be  noted  that  a pre- 
cautionary import  policy  does  not  necessarily  reauire  the  adoption  of 
formal  discriminatory  mechanisms.  A subtle  strategy  of  interdependence 
suggested  by  RAND  is  described  as: 

"...nudging  certain  producing  countries  and  companies 
to  increase  the  flow  of  non-Arab  oil  to  the  U.S.  market, 
and  encouraging  that  flow  by  incidental  market  opening 
measures."* 

RAND  suggests  that  the  governments  of  Indonesia,  Nigeria,  and  l-an  be 
stimulated  in  the  desired  direction  by  correlating  the  U.S.  Interest  with 
their  demand  for  development,  technological  and  military  assistance.  With 
regard  to  Canada  and  Venezuela,  the  nudging  policy  would  be  aimed  at 
stabilizing  U.S.  imports  from  these  countries  over  the  next  three  to 
five  years.  Thus,  whether  in  conjunction  with  a formal  import  quota 
system,  as  seems  advisable,  or  even  in  its  absence,  a disengagement 
from  the  insecure  OAPEC  oil  is  both  desirable  and  feasible.  The  RAND 
report  summed  it  up  a',  follows: 

"To  attempt  to  fix  a maximum  for  imports  of  Arab  oil 
in  a certain  time  span,  or  a minimum  of  Imports  from  certain 
non-Arab  sources,  would  give  artificial  rigidity  to  a pre- 
cautionary import  policy  and  might  make  It  Impractical. 

* 

Mendershausen  and  Nehring,  "Protecting  the  U.S.  Petroleum  Market,"  p.  vll. 
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What  seems  most  desirable  is  to  introduce  into  government 
att i tudes--whether  articulated  in  direct  government  purchases 
or  in  guidance  to  the  oil  companies  from  the  FEA,  the  State 
Department,  or  elsewhere--a  consideration  favoring  oil  flows 
from  non-Arab  sources  in  the  years  ahead,  reinforcing  market 
tendencies  that  go  in  that  direction,  and  cautionary  or  re- 
straining tendencies  that  go  in  the  opposite  direction."* 

A precautionary  U.S.  import  policy  coupled  with  quota  and  storage 
policies,  as  suggested  above  could  reconcile  a continued  reliance  of  the 
American  market  on  imports  with  a greater  measure  of  security  from  poli- 
tically inspired  supply  disruptions.  Thus,  it  could  go  a long  way  toward 
alleviating  the  import  vulnerabilities  present  during  the  interim  period 
as  the  nation  moves  toward  the  announced  goal  of  relative  energy  self- 
suff ici ency. 

* * A 

This  analysis  demonstrates  that  the  multilateral  energy  system  as 
it  existed  for  more  than  twenty  years  after  World  War  11  under  the  aegis 
of  American  hegemony  was  a fragile  construct.  Its  basic  stability  hinged 
on  the  continuation  of  a series  of  delicate  internal  balances.  Most 
important  among  these  was  that  between  the  patterns  of  export  and  Import 
dependence.  As  a result  of  the  multinational  oil  industry's  ability  to 
keep  down  the  price  of  oil  and  due  to  competition  in  the  market,  the 
system  evolved  symmetrically  in  the  two  crucial  dependence  areas  and 
mul t i lateral ly  with  respect  to  its  mode  of  operation.  Attempts  to 
capitalize  on  the  vulnerabilities  inherent  in  complex  interdependencies 
failed,  as  shown  by  the  examples  of  the  Suez  and  1 967  Mid-East  crises, 
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because  the  reciprocal  conditions  of  relatively  high  dependency  among 
exporters  and  Importers  alike  balanced  the  system,  and  as  such  It  proved 
to  be  quite  flexible  and  efficient. 

The  system  came  under  pressure  In  .he  1960s,  when  an  American  decline 
was  paralleled  by  the  emergence  of  rescm ce  nationalism  in  the  oil  export- 
ing countries.  The  principal  process  .<  thufc  respect  has  been  the  rise 
of  the  OPEC  cartel.  That  coalition  failed  In  Its  declared  purpose  as  long 
as  the  oil  industry  was  backed  by  home  governments  committed  to  the 
competitive  multilateral  system--ln  effect,  a product  of  American  British 
domination.  However,  a backing  away  from  such  commitment  In  1970  marked 
the  beginning  of  a revolutionary  period  in  which  the  system  was  to  lose 
its  stability  and  consequently  the  security  of  Its  adequate  functioning. 
With  the  U.S.  leading  the  group,  the  consuming  nations  changed  their 
position  from  resisting  OPEC  to  accommodating  It.  Consequently,  prices 
skyrocketed,  the  Industry  lost  almost  ail  Influence  over  production  and 
pricing,  and  supply  ceased  being  responsive  to  demand  as  curtailment  of 
output  occurred,  be  It  for  explicit  economic  reasons  or  the  expedient 
establishment  of  economic-diplomatic  linkages.  By  1973  the  asymmetry 
between  the  degrees  of  dependence  experienced  by  Importers  and  exporters 
reached  the  threshold  of  an  acute  crisis.  The  structural  conditions  of 
Imbalance  and  the  policies  of  appeasement  precipitated  a major  supply 
and  price  disruption  In  which  exporters  sought  to  exploit  the  state  of 
the  system  for  economic  benefits  and  some  of  them  for  political  purposes 
as  well.  The  primary  economic  objectives  were  achieved,  the  secondary 
political  ones  failed.  The  two,  however,  were  symptoms  of  the  seme 
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oil  market,  and  the  consumer's  weakness  in  the  face  of  such  a cnallenqe. 
That  the  effects  of  the  challenge  have  not  been  disastrous  to  the  oil 
consuming  nations  is  not  because  of  restraint  on  the  part  of  the  exporting 
countries  but  due  to  certain  external  constraints  on  their  economic  and 
particularly  on  their  political  leverage.  However,  the  forces  now  at 
work  a.igur  an  exacerbation  of  the  imbalance  between  exporters  and  im- 
porters as  the  enhancement  of  capabilities  and  adverse  intentions  on  the 
par,  of  the  former  more  than  offset  the  potential  reduction  in  vulner- 
ability among  the  latter. 

In  reaction  to  the  crisis  and  in  an  effort  to  resolve  its  systemic 
tensions,  four  alternative  courses  of  action  have  emerged.  The  rationale 
dominjt ing  the  first,  a proposal  for  joint  consumers'  cooperation  in 
energy,  is  that  since  disunity  among  consumers  and  solidarity  by  exporters 
have  been  major  causes  of  the  crisis,  only  he  forging  of  a concerted 

program  of  action  by  consumers  could  restore  a semblance  of  balance  to 
the  system.  Dealing  with  the  secjrity  aspect  of  the  crisis  first,  that 
approach  has  produced  an  International  Energy  Agency  and  an  emergency 
oil-sharing  agreement.  The  horizontal  approach,  however,  has  failed  so 
far  to  move  from  a defensive  position  to  an  offensive  one  vis-a-vis  its 
producers'  counterpart--OPEC.  One  of  the  reasons  for  such  failure  has 
to  do  wlrh  the  contending  approach  among  consumers,  that  of  vertical 
bilateralism.  That  approach,  which  recommends  the  establishment  of 
closer  and  more  extensive  ties  between  consumers  and  producers  on  a 
government- to-government  basis,  has  resulted  in  alleviating  some  of  the 
financial  problems  caused  by  the  crisis  v,  i thout  resolving  any  of  Its 
secur i ty  aspects . 
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As  the  limits  to  cooperative  efforts  are  rapidly  reached,  It 
becomes  more  and  more  apparent  that  two  alternative  approaches  might 
be  elected  instead.  The  option  of  an  unilateral  drive  towards  self- 
sufficiency,  as  reflected  in  Projec.  Independence,  Is  a case  in  point. 

The  potential  distance  from  energy  Independence  varies  from  less  than  a 
decade  for  the  U.S.  and  for  certain  European  countries  to  about  twice 
that  long  for  the  rest  of  the  advanced  industrialized  nations.  Escape 
from  interdependence,  however,  need  not  be  completely  autarkical.  Thus, 
a prudent  energy  policy  for  the  U.S.  could  be  that  of  gradual  disengage- 
ment from  globalism  in  energy  by  the  adoption  of  preferential  import 
policies  compatible  with  Its  security  concerns. 

To  keep  its  energy  options  open  the  U.S.  has  typically  pursued  all 
four  strategies  simultaneously:  it  led  to  the  creation  of  the  IEA;  it 
engaged  in  comprehensive  bilateral  deals;  It  promulgated  energy  self- 
sufficiency  as  a national  objective;  and  It  introduced  precautionary 
ingredients  into  its  Import  policies.  Pursuit  of  these  policies  together 
may  have  been  sensible  for  the  shortrun,  but  It  is  too  expensive,  econom- 
ically and  politically,  to  sustain  over  the  long  run.  in  effect,  the 
American  energy  dilemma  is  hut  a component  of  Its  general  International 
predicament,  if  the  U.S.  were  to  reverse  the  process  of  Its  decline, 
then  the  energy  problem  could  be  exogeneously  resolved  as  a new  system 
of  international  economic  collective  security  Is  erected  and  policies  of 
appeasement  give  way  to  resistance  postures.  If,  on  the  other  hand, 
present  political  trends  continue,  then  the  optimal  mix  of  energy 
strategies  for  the  U.S.  would  be  that  which  stresses  relative  energy 
independence  attained  through  a precautionary  import  policy. 
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The  crisis  of  ere  gy  interdependence,  in  conclusion,  could  result 
in  its  future  avoidance  rather  than  its  restructuring  or  Intensification 
Gradually,  all  major  oil  importing  countries  would  chose  to  escape 
energy  interdependence  by  returning  to  semi -autark i c postures.  It  is 
this  trend  more  than  anything  else  which  could  restore  balance  and  order 
to  the  world's  energy  system. 
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